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A Banker's Diary 


Lorp CATTO’s statement at the recent half-yearly Court of the Bank of 
England—possibly the last to be held by the Bank as a privately-owned 
concern—will help to allay some of the misgivings which are 
The Bank widely felt about the nationalisation of that great institution. 
of On the question of compensation, the Governor said he was 
England confident that the stockholders would receive the fair treatment 
promised by the Chancellor of the Exchequer. More important, 
Lord Catto said he had “ no reason to think that the changes to be made will 
impair the capacity of the Bank to continue to render the service ” in which 
the Court take pride. It is certainly to be assumed that the Governor would 
not have consented to remain in office during the transition unless the 
Chancellor had given reasonable assurances about the Government’s intentions. 
Even if these immediate intentions are quite unexceptionable, however, the 
City and banking circles throughout the world will undoubtedly prefer to 
reserve judgment until it can be seen how the prestige of the Bank actually 
fares under its new socialized régime. To a very large extent, the unique 
influence exercised by our central institution in the past has depended on 
the very valuable personal relationships built up between its officers and the 
various sections of the financial mechanism. Much will depend, therefore, 
on the nature of the changes in personnel which must be expected sooner or 
later to follow the change in ownership. 


Lorp KEyYNEs is still conducting his negotiations in Washington as this issue 
goes to press, and it is, therefore, still too early to judge whether the en- 
lightened approach of the U.S. Administration to the problem 
Aid will triumph over the less enlightened views of some sections 
from of Congress, to produce a reasonable settlement. In reviving 
America the principle of ‘‘ equal sacrifice ’’ first adumbrated in the 
fifth Lend-Lease report, President Truman has provided a 
case on the grounds of equity for the cancellation of any Lend-Lease claim 
and for some American assistance to this country that would in effect— 
though obviously not in form—represent the return of part of the gold and 
securities surrendered to the United States in payment for war supplies before 
Lend-Lease. It is clear, too, that a case can be made out for American 
assistance on the grounds of expediency, for it is obvious that this country 
cannot be in a position to co-operate with the United States in the restoration 
of an expanding world economy, on the basis of freely convertible currencies 
and non-discriminatory trading, unless the position of sterling is secured by 
the possession of adequate dollar reserves. As Mr. L. Rasminsky points 
out in an admirable survey of these problems in the current Economic Journal : 
“ A vital element which must be present if domestic policies aimed at full 
employment are to be reconciled with liberal and non-discriminatory inter- 
national trade policies is the existence of abundant and widespread _inter- 
national monetary reserves in the form of gold and American dollars. It 
is in the American as well as in the general interest that foreign countries 
should be under no temptation to cut down their purchases in the United 
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States in order to protect their exchange position every time a minor recession 
reduces the American demand for foreign goods.’’ If American assistance 
is not forthcoming, it is evident that this country could only resort to bilateral 
trading as a defensive measure. Lord Keynes—unlike Mr. Amery—is quite 
clear that this would be a very poor alternative from the British point of view, 
but the existence of this alternative is, nevertheless, a bargaining weapon 
for our negotiations, since the United States could not remain indifferent 
to the adoption of such a policy of despair. At the same time, it is clear 
that the offer of any assistance is likely to be contingent on an understanding 
that this country will work towards the abandonment of exchange controls 
over current transactions and the reduction of trade barriers (which is 
synonymous with the reduction of Imperial Preference, since most Empire 
products enter this country free). On the face of it, there should be no 
insuperable difficulties in reaching agreement on thee terms. 


THE British banks whose offices were overrun in the East had for several 
years been actively preparing for VJ-Day. Now they are losing no time in 
putting their plans into action—save, paradoxically, in the 


British first territory to be liberated: they are still excluded from 
Banks Burma by the fiat of the British military authorities. Despite 

in the severe damage to their premises, the two leading banks were 

Far East able to reopen for business in the Philippines in the early 
summer. The American authorities, it seems, quickly 


recognized the advantages of enlisting from the outset expert professional 
assistance in clearing up the financial confusion that the Japanese have left 
behind in every territory they have overrun. Fortunately, however, the 
Burma technique is not, apparently, to be made a precedent for British 
administration in other areas. Pioneer parties from the banks were permitted 
to enter Hongkong and Singapore on the very heels of the re-occupying forces, 
and information is beginning to flow freely to the London offices. 

It is still too early to assess the position accurately, but already it is plain 
that it is less chaotic than the banks had expected. The principal bank 
premises appear to have suffered very little damage, and—what is certainly 
not less important—the major bank records so far recovered suggest that 
the gaps will not be serious ones. One of the worst worries for London 
managements during the preliminary planning stage has been the problem 
of staff, because of the virtual impossibility, until VJ-Day, of getting any 
releases from the Forces, and because of the uncertainty about the plight 
and availability of former local staffs. Now releases are being granted with 
greater freedom, facilities for speedy transport are being afforded, and some 
local officials are coming forward. 


SOME very difficult problems, however, have been created by the currency 
chaos that has resulted from the flood of Japanese paper money. This has 
provided the main instrument for Japanese economic ex- 

Currency ploitation of the occupied territories, and in some areas yen 
Tangle — notes or Japanese puppet currencies have become the main 
circulating medium—despite the distrust of them that has 

grown progressively for some years past. In the newly-liberated territories, 
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as in Burma and the Philippines, these issues will be wholly repudiated. To 
alleviate the worst hardship, the authorities will rely upon free distribution 
of food and other essential supplies: if, in particular cases, Japanese notes 
re taken in payment at a small valuation, this will be done only where such 
a course seems expedient as a means of sustaining local morale. It seems 
that the volume of issued notes—not to mention that of the unissued notes 
which might reach the hands of the unscrupulous—is so vast that there was 
no practicable alternative to demonetization. 

In Hongkong, at least, the drastic course should speedily bring the position 
under control. The Hongkong dollar has already been reintroduced by the 
British authorities, and supplies of newly-printed notes released by them 
for current payments will be augmented by a re-infiltration of notes from 
liberated South China, in which possibly four-fifths of the total issue of Hong- 
kong notes circulated before the war. After the fall of Hongkong, the British 
banks, from their newly-established Chungking offices, offered facilities for 
conversion of these notes into the Chinese National dollar, but only about 
one-tenth of the circulation was thus redeemed. That is perhaps not sur- 
rising, for even in 1942 it was evident that the Chinese dollar was destined 
to fall steeply. The general index of retail prices, averaged for nine Chinese 
cities, last May stood at 216,786, compared with 100 for the first half of 1937 
For Kunming, the index was 523,000! The official rate of exchange is still 
3d., or 80 dollars to the £ ; and an official concession brings it up to 2,000 to 
the {. But even this rate is quite ineffective. Black market rates have been 
as high as 13,000, but have recently improved to the vicinity of 2,800. 


THE agreement signed at the end of August between the British and French 
Governments is of particular interest since it is the first one concluded with 
a formerly enemy-occupied country to release property in 

the United Kingdom that was made subject to the control 

Release — of the Custodian of Enemy Property. It will be recalled that, 

of French following upon the financial agreement with France concluded 
Property in March this year, money and property which came into the 
ownership of persons resident in France on or after March 29 

was not made subject to the control of the Custodian. Dividends on securities 
owned by persons resident in France, for example, which became due after 
the operative date could be remitted to the beneficiaries, while ordinary 
commercial transactions became quite free. The new agreement applies to 
the property in France of persons resident in the United Kingdom, and to 
property in the United Kingdom belonging to persons resident in France which 
has been subject to special régimes since June 1940. So far as U.K. property 
in France is concerned, most, if not all of this, was released prior to the recent 
agreement, particularly where such property consisted of bank balances or 
securities. The importance of the agreement resides, therefore, in the release 
of French property in this country. Where the property consists of bank 
balances, the agreement provides that these shall be placed at the disposal 
of the original account-holders, but sums held by the Custodian in respect 
of commercial debts, interest and other moneys are to be transferred to the 
French Government with a view to the satisfaction of the claims of the creditors. 
So far as securities and immovable property are concerned, these are to be 
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restored to their original owners. 

Though the agreement provides for the complete restoration of French 
property in the United Kingdom, the instructions that have been issued to 
banks with regard to cash balances and securities contain some important 
limitations. The release of bank balances applies only to amounts of {£500 
or less, and for the time being the balances which French banks maintain 
with United Kingdom banks are still blocked. The release of securities 
owned by individuals resident in France is limited to such securities as are 
registered or inscribed in the name of an individual resident in France. It 
will be observed that there is no release either of bearer securities, which are 
probably held in large numbers in this country, or of securities registered in 
the name of nominees. In all such cases, as well as where a bank balance 
in excess of £500 is involved, the release of such items is to be made the subject 
of specific directions to be issued in due course. Where persons request the 
release of bank balances in excess of £500, or of such items as are not covered 
by the terms of the present release, application must first be made through 


the French exchange control. 


For the sixth month in succession, clearing bank deposits show a larger 
expansion than in the corresponding month of 1944, the August rise of 
£56 millions comparing with an increase of only about 

Record £40 millions in August of last year. Since the end of March, 
Expansion no less than £450 millions has been added to bank deposits, 
in as compared with only £173 millions over the corresponding 
Deposits period of 1944, while the increase on the year now amounts 

to {714 millions. Normally, T.D.R. holdings nowadays provide 


CLEARING BANK RETURNS 


August Change on: 

1944 Month Year 

£m £m. £m. 
Deposits fc 4,874.6 56.2 713-7 
Cash , 510.5 10.7 71.5 
Call money , 233.3 35.8 28.0 
Discounts 195.2 14.0 - 15.3 
r.D.R ; 1,992.5 - 1.5 655-5 
Investments are 1,125.5 , — 53-9 
Advances 755.2 [.9 14.6 


the chief counterpart of any increase in deposits, but during August this 
item actually showed a trifling decline, whereas the two money market assets 
together increased by {£50 millions. Movements in the two main earning 
assets during the past month were of no significance. 


[HIS more rapid expansion in credit—which forms the setting for the current 
series of Thanksgiving Weeks—is, of course, a reflection of the marked decline 
in subscriptions to the tap issues which set in around the time of the collapse 


of Germany. The falling off has been most severe in the 
Decline case of Savings Certificates, where a sharp drop in new 
in purchases has been accompanied by an increased volume ot 


Savings withdrawals, so that net subscriptions for the first five months 
of the present financial year amounted to no more than {15 
millions, against £84 millions for the corresponding period of 1944. Over 
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this period, ‘‘ small savings” as a whole brought in only {170 millions, com- 
pared with just on £300 millions a year earlier. Even though the current 
deficit for the period was £225 millions lower on the year, at {1,172 millions, 
well over one-third has consequently had to be financed by borrowing through 
the banking system. If one takes account also of the further expansion of 
some £90 millions in the note circulation, and of £74 millions in the issue of 
tax certificates, it can be said that in recent months a good half of the Govern- 
ment deficit has been met by adding to the public's liquid assets. 

This phenomenon is obviously calculated to give particular concern to the 
school of thought which regards the creation of money—instead of the spending 
of money—as the essence of inflation, and for the first time since the war 
began one is inclined to share this disquiet. So long as money incomes were 
expanding, as has been pointed out frequently, there was little justification 
for fastening upon the rise in bank deposits and the note circulation as any 
more an index of inflation than the increase in the remainder of the national 
debt ; for the community is in the habit of holding in liquid form a reservoir 
of savings normally equivalent to roughly one- -half of the current national 
money income. Every increase in the “national income, therefore, gives rise 
toa holding demand for additional money, as distinct from a spending demand. 
In more familiar terminology, there is no reason to expect an increase in the 
vate of turnover of notes or bank deposits so long as the increase in the size 
of the money stock merely keeps pace with the rise in money incomes. 
Under those conditions, savings held in liquid form can be regarded as invested 
just as permanently as savings invested in the form of longer-term Government 
securities. That condition is no longer satisfied today, since the national 
income is at best stable and quite likely to show a minor recession during 
the industrial change-over. This being so, every further addition to bank 
deposits and the note circulation can only aggravate the disproportion between 
accumulated demand and available supplies. 


In opening the Thanksgiving Campaign, the Chancellor of the Exchequer 
advised savers to take advantage of the present opportunity, as the Treasury 
has been studying the possibility of cheaper money and “ it 

A Cheap may well be that in the future the rates of interest on new 
Money Government securities will be lower.’’ This declaration did 
Drive ? much to revive the expectations of higher prices for gilt- 
edged raised by the return of the Labour Government, but 

temporarily quelled by the increase in the Defence Bonds limit from {1,000 
to {1,500 and by Mr. Dalton’s speech in the House of Commons. If the Thanks- 
giving Weeks succeed in checking the expansion in bank deposits, or even 
in reversing the upward trend, conditions will clearly be more favourable 
than for many months past for a further turn in the cheap money screw. 
The possibility of reducing interest rates depends upon a nice interaction 
between the actions of the authorities and the liquidity preference of the 
public. At the one extreme, the Government could clearly finance the whole 
of its deficit at something like 1 per cent. by suspending the tap issues entirely, 
if it were prepared to cover its requirements entirely by borrowing through 
the banking system ; and the resulting accumulation of liquid funds would be 
likely to render the public more willing thereafter to subscribe to longer-term 
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securities at reduced rates of interest. This is, of course, precisely the process 
responsible for the improvement in gilt-edged prices during the war. On 
the other hand, it has to be accepted as a fact that, other things equal, the 
lower the rate of interest the smaller will be the flow of subscriptions to the 
tap issues, because the price of remaining liquid is reduced (especially if a 
subsequent recovery in interest rates is regarded as a possibility). In fixing 
the terms it offers, therefore, the Treasury is tacitly deciding upon the volume 
of credit expansion which it is prepared to carry out in orde r to enforce those 
terms on the market. But, of course, it does not follow that other things 
will in fact be equal. It is not the current level of interest rates alone which 
determines liquidity preference and its obverse, the willingness to buy long- 
dated securities, but the relation between current rates and prospective rates 
in the future. By maintaining confidence in the continuance of the decline 
in interest rates, the Treasury by a skilful handling of the market can itself 
make the decline possible. . 


It would assist the Savings Movement in its very difficult task if the authorities 
were to reconsider the ban on bank lending to the public to finance purchases 
of savings securities. This prohibition is another relic of the 

Loans old idea that it is the creation of money and not its spending 
Against which is inflationary, and as is well known the fallacious be lief 
Tap is widely held that it was bank lending in connection with 
Subscriptions the War Loan issues of the last war which was largely re- 
sponsible for the inflationary trends of the 1914/1918 period. 

In reality, the creation of bank credit for this purpose could have had an 
inflationary effect only if the grant of the bank advances were to encourage 
members of the public to maintain their consumption spending until the time 
came for repayment of the loans, instead of cutting down their spending 
straight away. It is by no means certain that the bank advances in que stion 
had this effect, and they certainly could not operate in this way nowadays 
so long as rationing and price controls remain effective. Since under present 
conditions the main object of the Savings Campaign is to encourage the funding 
of bank deposits in exchange for tap securities, it may, nevertheless, seem 
paradoxical to suggest that the movement would be assisted by the encourage- 
ment of bank lending to finance purchases of the longer-term. securities. 
Actually, it is a pure optical illusion to suppose that bank advances of this 
nature would produce any net addition to the volume of bank credit. The 
expansion of bank deposits is determined purely by the amount of the Govern- 
ment’s deficit and the liquidity preference of the public. Bank advances 
to finance war loan purchases would in no way increase the total demand for 
bank deposits; this would remain completely unchanged, and the only 
effect of bank lending would be to cause the substitution of advances for 
Treasury deposit receipts or other Government securities on the assets side 
of the banks’ balance sheets. While the removal of the ban on such lending 
would thus not cause any immediate increase in the volume of bank deposits, 
it would nevertheless help to reduce the total of deposits at a later stage if 
the need to repay the advances were to stimulate the volume of sapiet saving 


THE monetary agreement signed with the Netherlands early in September 
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virtually completes the network of similar agreements with the countries 
of Western Europe, only Norway and Portugal remaining 


Anglo- to be brought within the circle (if Spain is ig mated as a special 
Dutch case for political reasons). While all the agreements have a 


Monetary strong family likeness, they vary in respect of the undertaking 
Agreement to acquire the currency of the other party: in the case of 
Belgium and the Netherlands, for example, either party is 
allowed to overdraw up to a fixed limit of £5,000,000 or its equivalent ; in the 
Swedish agreement no such maximum is mentioned; while the agreement 
with France ingeniously side-steps the question of the exchange rate in 
calculating balances due. The common feature of the agreements is the 
fixing of an official rate of exchange, not to be varied without consultation, 
and the freeing of balances for use throughout the respective currency area of 
the parties, together with a statement—the “ wishful thinking” clause— 
that free multilateral convertibility will be restored as soon as opportunity 
offers. Though the agreements obviously extend the area of exchange stability 
in relation to sterling, they do not represent an extension of the sterling area 
in the discriminatory sense that this has acquired during the war. 

There has been some misunderstanding about the exchange rates fixed 
by the Netherlands agreement. For the “metropolitan guilder, the rate is 
to be Fis. 10.691, representing a depreciation of some 40 per cent. from the 
pre-war parity of Fls. 6.90 to the pound. In relation to the Netherlands West 
Indies the agreement of 1940 is suspended, though the exchange rate of 
Fls. 7.60 apparently remains in force. For the Netherlands East Indies the 
agreement of 1940 remains in force, but no rate of exchange is fixed under 
the agreement, since normal financial relations cannot be resumed until the 
muddle left by the Japanese occupation has been cleared up. From Dutch 
sources, it nevertheless appears that a rate of Fls. 7.60 has been adopted for 
some purposes. As has been mentioned, the agreement provides that either 
country will hold the currency of the other up to a limit of £5,000,000 or its 
equivalent, this being additional, of course, to the sterling already owned 
by the Netherlands. In practice, it is not expected that the Netherlands 
will add to its holding of sterling, since Holland will be drawing upon her 
balances to finance reconstruction and this will apparently absorb the proceeds 
of the export surplus of the Netherlands West Indies, which last year sent 
us over £24 millions of supplies. 


FoLLowinG hard on the publication of the export and import figures for the 
war years, statistics have now been released for the first half of the present 
year, and it is to be hoped that the normal monthly returns 

Slight will shortly be resumed. The latest figures show a very 
Rise in modest improvement in exports to {173.0 millions, against 
Exports £130.8 millions in the first half of 1944 and £235.4 millions 
for one-half of 1938. Export prices on the average were 

85 per cent. above 1938 in the first six months of 1945, compared with an 
average rise of 77 per cent. for the corresponding period of last year, so that 
in terms of volume exports have recovered only from 31 per cent. to 40 per 
cent. of 1938—which means that they must be about quadrupled if our balances 
of payments problems are to become at all manageable. The largest rise 
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as yet has been in exports to the liberated countries of Europe. Imports 
declined from £651.1 millions in the first half of 1944 to £597.7 millions, the 
whole of the reduction representing decreased shipments from foreign countries. 
The small rise in imports from British countries implies a small fall in volume. 

The following table shows our trade with some of the principal overseas 
countries in the first half of 1944 and 1945 respectively : 


Exports Imports 
January-June January-June 
1944 1945 1944 1945 
Eire .. cu v a 6,199 8,362 13,390 16,009 
South Africa v ea 10,794 18,762 6,011 4,401 
British India , : 11,377 13,617 32,107 33,172 
Australia a gis - 16,800 17,807 26,128 26,851 
New Zealand 7,503 6,606 25,164 32,350 
Canada a ‘a i 11,168 12,112 104,948 103,764 
Soviet Union asa Pe 15,140 9,087 879 2,671 
Belgium ua a a - 13,662 — 1,962 
France P ai a - 11,353* -- 38 
Spain oe “ 357 907 5,978 9,267 
Dutch West Indies . . , 614 886 12,042 10,787 
U.S.A. ws és oa 9,147 8,542 259,606 218,060 
Argentina... ve a 2,576 2,130 41,188 20,502 
* Re-exports £7,787,000 


Disposals Policy 
By Edward Charles 


N the discussion of tax prospects bandied about during the election, little 

or no reference was made to one important element, namely the disposal 

of surplus stores and Governnient factories. Yet the proceeds of such sales 
might in practice become the determining factor in the decision whether or 
not to make a particular tax concession. One may remember that, last time, 
about £440 millions had been recovered by March 1920, and £700 millions 
in the end. But there are so many differences between the position then and 
now that this provides little guide to what we may expect. Quite apart 
from the differences in the composition of Government stocks, the general 
circumstances are entirely different. The end of the war in Europe was 
foreseen, and could be, to some extent, anticipated in production schedules ; 
while the element of “ staggering ’’ involved in the continuation of hostilities 
in the Far East should have had a similar effect. 

Should these proceeds contribute to a reduction of taxation ? From one 
point of view this would seem very wrong: for the surpluses are Government 
property and their sale should serve to reduce pro tanto Government indebted- 
ness. At the very least 50 per cent. of their value should be allocated for 
this purpose, since about half of all Government expenditure has been met by 
borrowing. But this is to take a rather narrow, accounting view of the 
principles of Government finance, and in these days of National Income 
budgeting the Chancellor, whatever his party allegiance, may be expected 
to adopt a broader standpoint. To a very great extent, the surpluses 
will, no doubt, go into consumption (though by no means so fast as they 
are actually sold by the Government Departments concerned to merchants 
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and contractors of various sorts). To some extent, even where, as in the 
case of machine tools, they enter into investment, they will save the allo- 
cation of current or yong resources to the production of new items of a 
similar nature. And in so far they reduce the inflationary pressure of 
current incomes against limited supplies of goods and services. Of course, 
as there will still be a large measure of deficit financing, there would still 
be a verv strony case for allocating these monies to its reduction. But 
the same argument goes for the whole decrease in Government expenditure. 
If, in fact, the Chancellor considers himself entitled to reduce taxes (whether 
for social and political reasons, or with a view to retaining economic incentives), 
there is no reason why he should not take a large part of the proceeds of sale 
of surpluses into account with straight reductions in expenditure. And, 
of course, the rents which he will receive on Government factories are genuine 
items of current revenue—but these will be relatively trivial in relation to 
the totals involved. 

Finance, however, should be one of the least factors to be considered 
among the very complicated problems of policy and administration in the 
disposal of surplus Government stocks. The money has been spent, the 
stuff is there: the best possible use should be made of it’ In particular 
the actual amount which it cost the State is of very little relevance, except 
as a partial guide to the possible and the desirable disposal price. The salvage 
value of a tank can bear little relation to its cost. The relationship in other 
cases may be closer and may vary the other way, but will be far from identical, 
even for normal articles of commercial use. Government must be prepared 
(as business men, to their own and the general loss, are not always) freely 
to write off the losses and write in the profits The taxpayers’ interest should 
not be the first consideration. The Government will be in the position of 
at least a partial monopolist ; and it would be very wrong to exploit this 
position to maximize profit at the expense of the consumer. The State should 
set an example of concern for the best possible economic utilization of the 
available goods. It would be inexcusable to hold up supplies of commodities 
in short supply in order to obtain high prices. On the contrary, many com- 
modities and articles should, no doubt, be disposed of, either in Europe or at 
home, by way of relief or for social purposes at less than they might fetch 
from less necessitous consumers, or even free. Nevertheless, subject to the 
over-riding principle of social and economic utility, the taxpayers’ interest 
should be firmly safeguarded. There is no possible reason why private 
interests should be allowed to make abnormal profits between the taxpayer 
and the consumer. Furthermore, as already pointed out, the absorption 
of purchasing power will be a useful contribution to the broad economic 
purpose of adjusting supply to effective demand ; in other words, the avoidance 
of inflation. 

This argument may be illustrated (and with it some of the practic : 
difficulties which will arise) by the consideration of an imaginary Case, say 
surplus of Army boots. It is clear that the best price would be obtained oy 
allowing them to be distributed free of coupons. On the other hand, there 
is a shortage of boots and shoes and, indeed, difficulty in honouring the existing 
clothes ration, of which boots and shoes provide a part: this would suggest 
that the strain on productive capacity would be relieved, and fairer distribution 
ensured, by selling them against coupons in the ordinary way. If the number 
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available were quite small this would doubtless be the proper course, the price 
being determined by that of a corresponding x article of normal civilian manu- 
facture. But if it were larger, the chances are that the whole surplus could 
not be disposed of in this way at all quickly. Is it then to be carried over a 
long period, perhaps until a time when the real shortage of boots and shoes 
is far less pressing than now ? Are coupon values to be reduced, thus facilitat- 
ing more rapid sale and directly benefiting the consumer, but reducing (perhaps) 
the total offtake of coupons and so the contribution to the solution of the 
Board of Trade’s difficulties with clothing ? Alternatively, are prices to be 
reduced, thus assisting sales without reducing the coupon value, or without 
reducing itso much ? The fact is that there are three interdepe nndent variables 
namely coupon value, price and speed of liquidation. It is safe to say that the 
boots should all be disposed of during the period of scarcity, if that can be 
done at a reasonable price and coupon value, i.e. without virtually throwing 
them at people who have no real use for them. 

Of course, U.N.R.R.A. will also be a competitor for the boots, and one 
who should have high priority. Nothing has been said above of the problems 
of distribution, method of sale and handling, etc. In the case of boots it 
would be relatively easy actually to fix and control the retail price. But 
in other cases this might not be easy or even possible, and in those circum- 
stances these questions would be still! more important and more difficult 
to solve. Finally, in the case of boots, there is probably no need to worry 
about the interests of producers, who will have no difficulty in disposing of 
their production, given current limitations of labour and materials. True, 
they would feel aggrieved at not having the opportunity to increase production 
after obt: uining more labour. But this is a claim which could, without great 
difficulty, and should, be resisted. The matter would be quite otherwise 


with a war-expanded industry or one which must suffer substantial positive 


dislocation if the surpluses come on the market in large quantities. 

Surpluses, of course, began to appear even before the end of the fighting 
in Europe, and there have been a few examples in practice of the Government’s 
policy in dealing with them. For the most part. however, public discussion 
has had to base itself on the White Paper issued a year ago, in which the 
broad lines of policy were somewhat tentatively laid down. The White 
Paper classifies prospective surpluses under three headings: Raw Materials, 
Munition Stores, and Manufactured Stores capable of civilian use. Munitions 
must, of necessity, be broken up and disposed of either as scrap (which is 
assimilated to raw material) or as components falling within the category 
of civilian stores. 

Raw materials and scrap will come within the purview of the appropriate 
Control, which in many cases is actually the holder of stocks and in others 
could allocate them to the trade in accordance with existing machinery. 
Prices, one may assume, would in that case be based upon those for new 
material. Certain very real differences would undoubtedly present themselves, 
particularly in connection with the breaking up and utilization of scrap, 
which is likely to be on a much larger scale than the normal trade resources 
can handle. Part of the work may be done in Royal Ordnance Factories. 
For the rest, it may be undertaken by the trade on commission, or private 
firms may be invited to purchase large blocks on a speculative basis, making 
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what they can out of the material delivered to them. Such speculative 
methods have considerable advantage, particularly in that they clear Govern- 
ment storage space on which there is bound to be great pressure, and relieve 
the relevant Control of the administrative work and of the technical responsi- 
bilitv for which it may not really have the necessary personnel. On the other 
hand, it is obvious that commercial contractors will only take a risk of this 
character if they hope for a handsome profit. 

Some of the cases which caused most dissatisfaction after 191g were con- 
cerned with stocks of scrap. One of the largest was the sale of brass scrap 
to the (then newly established) British Metal Corporation for £3,650,000. 
The price was substantially lower than that which the Surplus Disposals 
Board had been receiving for previous sales on commission : but on the other 
hand, these sales had been small and would not have cleared the Board’s 
stocks for many years. Doubtless, if the whole 150,000 tons had been made 
available to the market by tender in small lots, the price would have broken 
far below the £25 a ton, which the Corporation could, ard did, pay, knowing 
that it had control of the whole of this abnormal! supply. Probably the only 
alternative which the Board had would have been itself to work the stock 
off slowly over a substantial period. But there was violent political pressure 
for the early winding-up of its activities, pressure which one may suspect 
was maintained by some of those interests who intended to profit by the 
hasty disposal of large blocks of Government surplus. However that may 
be, the tone of official thought at the time may be indicated by the statement 
of the then Chairman of the Board that “I do not know how much they 
made.’’ (Interjection: “‘ Nearly roo per cent.’’) ‘‘ That is not my concern.” 
And later by the President of the Board of Trade that he did not know how 
much had gone to Germany. Nowadays it would certainly be considered 
that the Gove mment had the right and duty to exercise a measure of super- 
vision over the outturn of a necessarily monopolistic contract of this character. 

This case, of course, falls into the category of those in which “ the volume 
of Government-owned raw materials will ‘be substantial in relation to peace- 
time requirements,’ for which according to the White Paper “ special disposal 
arrangements may have to be made.”’ In these, as in other classes, “‘ trade 
and other interests will be consulted.’’ The major issue here is clearly that 
between “the trade ’’ or producer interest and that of the consumer. The 
implication is clearly that supplies are more than sufficient to permit the 
removal of ‘control,’ in the sense of restriction of consumption. Apart 
from the anxiety of the Treasury to cut down imports from the more difficult 
sources, one must, in the light of experience, surmise that the instincts of 
Government Departments would be unduly favourable to the trade. Govern- 
ment stocks would be held off the market or released very gradually so as 
not to depress the price or reduce current production. The logic of extreme 
laisser-faire economics would, on the other hand, suggest that the stocks 
should be allowed to exert their full influence on the market and the fall 
in price stimulate consumption while inhibiting temporarily unnecessary 
production But there are real disadvantages in causing financial dislocation 
and unemployment in an industry which will, in fact, be wanted once the 
glut produced by genuinely abnormal circumstances is overcome. Nor will 
it be desirable to allow industries to grow up which depend upon the avail- 
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ability of the material in question at a low price which will definitely not 
be maintained. 

This is a very large question, and it would be preposterous to attempt to 
present a solution in ‘this article. Yet a suggestion may be offered as to the 
correct approach. This would be to estimate the scale on which the industry 
may expect to be required tu operate (and in very much the second place, 
the price) in a few years’ time when normal working has been resumed. 
Current production, or rather employment, should then be adjusted as rapidly 
as possible to that level, the surplus labour force being encouraged to move 
while this, in the ge neral fluidity of post-war conditions, is comparatively 
easy. Full allowance should be made for prospective (and only too necessary) 
improvements in the technical efficiency of the industry ; the current price 
and production should be fixed if anything rather below anticipated levels, 
and the surplus stocks used to cover the gap in consumption. Thus, for 
example, while the production of British blast-furnaces and raw steel might 
ultimately even be somewhat above its present level, emiployment should 
probably be lower: and while the necessary drastic reconstruction of plant 
is under way, the surplus supplies of scrap should be sold off to meet the 
deficit and to replace such normal import of continental raw steel, as would 
later be resumed by an economically organized industry. Abnormal demands 
may also be capable of being created, in some cases, to meet current needs 
without leading to a permanent dislocation : and in such cases the possibility 
of subsidized supplies for the particular purpose should not be ruled out. 
Exports, whether by way of relief or against payment, may be possible. In 
some cases the British consuming industry may object to these, on the ground 
that they are giving assistance to possible competitors. Clearly it would be 
absurd and wrong to allow, say, a disparity between the export price and 
home price of a raw material to give an adventitious advantage to the overseas 
competitors of British industry : : on the other hand, it would be no less 
wrong, if less absurd, to withhold from them, in the hope of obtaining a 
‘start’ in the competitive race, raw material which in normal conditions 
they would be able to obtain from other sources. 

Such policies imply that the surpluses should be regarded first and fore- 
most as an element in the long-term planning of the relevant industries and 
their actual disposal as a secondary consideration. In the case of some 
materials no really adequate treatment would be possible except as part of 
an international scheme of production control or planning, which might 
possibly germinate in the Combined Raw Materials Board. In any case they 
would postulate that the surpluses remained under the control of the Govern- 
ment, either directly as owner or in other cases perhaps through powers of 
supervision over the industry such as would in any event be advocated in 
the case of one, such as iron and steel, which is already under close monopolistic 
control. The ‘Government can be justified in liquidating its responsibility 
only in those cases in which it can, genuinely and in competitive conditions, 
liquidate its stocks. 

If these general principles are, in fact, correct as applied to raw materials, 
they are applicable m/atis niufandis to finished goods, in those cases where 
the surpluses appear to exceed the capacity of the market. Of course, at 
present, and in the next few years, the capacity of the inarket for anything 
directly consumable will be abnormally large, and demand will probably be 


—- ed on 


oA, ine 








Ot 


to 


le 


id 





13 





DISPOSALS POLICY 





very elastic, whereas in the case of raw materials this demand, being funnelled 
through the bottle-neck of processing capacity, is more closely restricted. 
The position of manufactured producers’ goods, such as machinery and parts, 
is probably in general half-way between the two classes, although these 
generalizations are in any event not of much value in application to particular 
cases. 

The greater part of the White Paper is, in fact, concerned with the disposal 
of surpluses of manufactured “ civilian ’’ stores. The principle is laid down 


as being “an orderly disposal which . . . will not allow profiteering at the 
expense of the consumer and... will pay due regard to the interests of 


producers and distributors.’’ This very broad statement is remarkable only 
for its failure to refer at all to the interest of the taxpayer, an omission which, 
as suggested above, perhaps leans on the right side. It is restated somewhat 
more specifically a 

“(a) To re hae the stocks at a rate which, while fast enough to get 
the goods into the hands of consumers when they are most required 
and to clear badly needed storage and production space, aims at avoiding 
adverse effects on production through flooding the market. 

“(b) Unless there is good reason to the contrary, to distribute the 

voods through those traders or manufacturers who would normally handle 
or use them, and to secure that ultimate consumers in all parts of the 
country have a fair opportunity to buy them. 

‘““(c) To ensure, if necessary by statutory price control, that the prices 
charged to the ultimate consumer are fair and reasonable in relation 
to the current prices’ of similar articles, to prevent profiteering on the 
part of dealers handling the goods, and to keep down the number of 
interniediaries to the minunum compatible with a proper distribution.”’ 
As the White Paper points out, sale by unrestricted competitive tender 

will frequently be presi gawnng with some of these principles, and where this 
is so, other arrangements will be made, which may include disposal through 
a non-profit- -making corporation open to all traders norinally handling the 
goods. It is contemplated that whereas the surpluses will be collected, 
prepared for disposal and sold by the Departrient which was in war the main 
buyer—usually the Ministry of Supply—the machinery for distribution, 
including questions of price and speed of release, will be the responsibility 
of the Department primarily concerned with civilian supplies of the article 
in question. Thus the negotiating Department will commonly be distinct 
from the disposa! Department, co-ordination being, of course, achieved by 
joint cominittees. 

\fter the last war disposal was entrusted to a Board, at first independent 
and later under the Miiistry of Munitions. In contrast to this, the present 
arrangement should secure far more continuity in the use of experienced 
technical and administrative stafis and contact with the trader affected. 
Another point of contrast is that then the emphasis was laid on sale by auction 
or public tender and upon obtaining the best possible financial return: the 
need to avoid damage to the industry concerned (and incidentally to avoid 
breaking the price) was rather a qualification than a main consideration of 
policy. In fact, sale by private treaty was resorted to more and more as 
political pressure to hasten the Board’s work compelled it to dispose of the 
surpluses ip great blocks, which the market could not all at once absorb. 
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One notorious case of this kind has already been referred to. Howey 
even in these cases the principle adopted was to grant no preferences to 
anyone, whether in the trade or not, provided he could take up the stocks 
though accusations of undue preference were, of course, rife. Another kind 
of criticism was levelled at the disposal of mechanical transport from the 
Slough depot. Heavy lorries were sold at little more than scrap prices from 
the depot, and, of cuurse, the manufacturers were for a time very seriously 
hit by this competition. Whether it was good for the road transport industry, 

which benefited from a cheap initial supply of equipment, but, no donbt, was 
filled with operators who would be unable to make a living when they had 
to pay normal prices for their vehicles, is another question. Certainly the 
ultimate consumer must have benefited, and the manufacturing industry 
recovered subsequently. So far in the present instance Government surplus 
cars and trucks have been disposed of only through their manufacturers 
and after re-conditioning: and it is difficult to imagine the Government 
reverting to the 1919-20 precedent. Whether this wil! mean the scrapping 
of thousands of quite useable vehicles and whether that could be justified 
remains to be seen. The industry (taken with the associated aircraft plant) 
has been unduly swollen by the war: and it is true that there would be grave 
objections to allowing a contraction below the scale which will ultimatels 
be called for. 

There is a special circumstance applicable in the motor industry and 
in some others which affords justification for this procedure. The manu- 
facturers are extreniely dependent upon the reputation of their product, 
which ts immediately recognizable: it is also very subject to deterioration 
in use, to an extent which the casual buyer cannot easily estimate. To 
throw used cars an lorries indiscriminately on the market might thus be 
very damaging. Also there is a considerable element cf distributors’ service. 
This is even inore tree in the case of machine tools, which arc, in fact, being 
handled by the normal distributors vf the manufacturers when, being surplus 
to Government requirements, they are made available for sale from the 
Machine Tool Puol. : 

It is clear that in the arrangements above referred to, the Government 
conternplates the continuation, and adaptation to the particular purpose, 
of the general structure under which civilian trade has been carried on during 
the war. This has certainly involved interference with competitive processes 
in distribution amounting in some cases to complete inhibition, restriction 
of entry and in general the perpetuation of the status guo. But it has probably 
been inevitable if a modicum of justice between firms was to be maintained 
and their co-operation secured. Much as one may dislike it, it is difficult 
to see how anything else can be done in those cases where the “ surpluses ” 
are still insufficient to relieve the general shortage. On the other hand, the 
sacrifices nade by “‘ the trade ” during the war, in common with other citizens, 
do not entitle them to a permanent clains to maintain the present, or rather 
the pre-1939, set-up : and where the surpluses are adequate, or where othec 
methods are available to secure wide distribution to the consumer and price 
contro!, there would be great advattage in a return to techniques of open 
competitive selling. In such cases it must be the responsibility of the Disposal 
Department to ensure that the terms of sale, size of lots, etc., are such as to 
render the competition genuinely open to all concerned. In others, it will 








DISPOSALS POLICY 





be worth remembering that abuses within the trade, which have been tolerated 
during the war, will rightiy attract more critical attention in the period to 
come, and especially where they impinge upon the disposal of Government 
property. 

The White Paper does little more than refer to the special problem pre- 
sented by Lend-Lease surpluses. These, being American property, are in 
principle exactly on a par with American Service stocks over here: and the 
same issue is presented to us, from the other end, in British surpluses in dumps 
in France or elsewhere outside the sterling area. If the Americans want to 
ship the stuff back home, or if we consider it worth paying dollars for it, 
there need be no great difficulty. In the latter case, ‘‘ His Majesty’s Govern- 
ment will request the Governments concerned to make arrangements which 
conform to the principles set forth in this Paper.’’ In practice it is probable 
that the British Goverment would either itself purchase the stocks en bloc, 
as has been done in the case of Lend-Leased machine tools, or dispose of them 
as agent for the American Government. 

What of the surpluses which fall into neither. of these satisfactory 
categories ? It would be obviously absurd to destroy them for lack of agree- 
ment, or to spend money on their retention im stafu guo. The only possible 
course one can envisage is to negotiate some compromise dollar payment 
representing something like what the Treasury feels able to give for them, 
take them over and treat them thereafter in every way like normal British 
surplus stocks. The sterling profit, if any, might perhaps be devoted to some 
special memorial fund in this country at the disposal of the U.S. Government. 
Thus might the rusty sword be beaten into ploughshares or at least into 
decorative wrought-ironwork. 


T.U.C. Economics 


ITH the advent to power of a Labour Government, the economic 
WV pronouncements of the T.U.C. have a claim to special attention quite 

independent of—and possibly far exceeding—their interest as con- 
tributors to economic thought. No Labour Chancellor, for example, could 
afford to ignore the views of the T.U.C. on such a matter as fiscal policy— 
though one hopes that the statements which it is proposed to publish in 
advance of each budget “‘ embodying suggestions for immediate changes 
in the tax structure and the Government’s fiscal policy ’’ will be treated as 
nothing more than suggestions. That is essential on constitutional grounds. 
If one can judge from the first sample already published as a supplement to 
the General Council’s report to the recent Blackpool Congress, it is also highly 
desirable in the interests of a sound financial policy. 

This report starts off by roundly asserting that fiscal policy should be 
based on the fallacious under-consumption theory of the trade cycle. ‘‘ Stated 
in the simplest possible terms, there is general unemployment because those 
who need the goods that idle labour could produce have not the purchasing 
power to buy them, whilst those who have the purchasing power do not want 
them.’’ Stated in the simplest possible terms, the T.U.C. fiscal policy is 
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accordingly to raise direct taxation to penal levels in order to prevent anybody 
from being able to save. Such a policy of suffocating savings instead of en- 
couraging investment is at best the defeatist solution of the problem, which 
might help to raise the real national income in the short run at the cost of 
preventing any improvement in the standard of living in the long run as the 
fruits of an increase in the capital equipment of the community. At worst it 
may fail to prevent unemployment even in the short run, because the deterrent 
effect of the penal direct taxation may well cause a slump in private invest- 
ment even greater than the decline in savings brought about by the redis- 
tribution of income. 

If this policy would be open to serious objection even in normal times, 
it would clearly be quite disastrous under present conditions, when the need 
to increase productivity at all costs and to replace the capital de stroyed by the 
war is paramount. Nevertheless, the T.U.C. Committee make no clear dis- 
tinction between its long-run objectives and the immediate interests of the 
nation, but carries over quite a deal of its predilection for direct taxation 
and antipathy to indirect taxation into its immediate proposals. Thus, it 
argues that ‘“‘ so long as there remains considerable indirect taxation inflating 
the prices of articles and commodities entering into working class expenditure 
we would not favour a drastic reduction of the standard rate of income tax ’’— 
and this, it should be noted, although the arguments for retaining indirect 
taxes as a restraint on inflation are at least as strong as those for reducing 
income tax in the interests of incentive. In any case, the Budget White Paper 
shows that far and away the chief items entering into working-class expenditure, 
whose prices are inflated by the wartime indirect taxes, are drink and tobacco, 
which last year contributed £745 millions out of £1,115 millions of indirect 
taxation, the remaining £370 millions (which includes £46 millions of enter- 
tainments duty and £28 millions of motor vehicle duties) being offset by £220 
millions of subsidies. The same statistics show quite clearly, too, that the 
limit to “‘ soaking the rich,’ even under war conditions, has very nearly been 
reached ; anything approaching this level of direct taxation under peacetime 
conditions could not fail to produce a severe decline in enterprise and output. 

In short, the T.U.C. is transparently seeking to dignify by economic 
arguments what is, in fact, a nakedly partisan policy. It holds out to the 
working classes the vision of an impossible Utopia in which they will pay very 
little indirect taxation and no income tax, so that the whole burden of Govern- 
ment expenditure will be covered by the thorough soaking of such rich as 
may have survived. In reality, it is quite out of the question that Govern- 
ment spending on the modern scale could ever be financed except by a tax 
system on the widest possible basis. When one couples its fiscal proposals 
with the resolution adopted in favour of an immediate 40-hour week with no 
reduction in wages, it becomes evident that the policies for which the T.U.C 
has made itself publicly responsible would, in fact, be bound to produce a 
sweeping inflation, and an inflation of the most virulent sort in which the 
upward pressure on prices was exerted as much by an all-round decline in 
predertas as es an excess of purchasing power. 

he T.U.C. betrays the same lack of objectivity in the report of its Economic 
Committee on the principles of compensation to shareholders in nationalized 
undertaking, a memorandum approved by the General Council of the T.U.C 
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for submission to the Labour Party and printed as part of the Council’s report 
to the September Congress in Blackpool. With the terms to be offered to 
Bank of England stockholders and to the shareholders of the coal mines still 

be announced, the T.U.C.’s views on the compensation issue obviously 
deserve serious attention. Unfortunately, it cannot be said that this muddle- 
headed document, with its bogus economics and partisan bias, is likely to 
give a very useful guidance for the Chancellor or anybody else. 

At first glance, an investor might be ple asantly surprised by the Report. 
It starts off with the very welcome assurance that “ it appears to be gene rally 
agreed in the Labour Movement that fair compe nsation should be paid.”’ 
And it goes on to point out that this implies that “ the figure of compensation 
shall be reasonable from the point of view of the present holders as well as 
that of the nationalized industry.”’ At a later point, moreover, there is a 
prudent recognition that ‘‘ the payment of compensation much below what 
the owners or considerable sections of the public consider fair will intensify 
considerably political and other opposition to the acquisition.’ 

Nevertheless, if any investor should be lulled by these passages into a 
complacent confidence that he will receive a fair deal as a matter of course, 
he will be mystified and disturbed by some of the passages in the actual 
discussion of the proper basis of compensation, which are quite inconsistent 
with the assurances quoted. It is quite evident to all concerned that from the 
point of view of shareholders compensation must represent at least the market 

value of his holding—one puts this as a minimum because market prices do 

not normally include any allowance for the value of control (as distinct from 
the right to a share in dividends), and any buyer for control not equipped 
with the bludgeon of State compulsion would normally have to pay con- 
siderably more than the current quotations in order to build up a controlling 
interest. 

It was, of course, hardly to be expected that a Labour organization would 
be prepared simply to accept Stock Exchange prices as the basis of Com- 
pensation in principle (whatever a sensible Labour Government may do in 
practice). Most of the criticisms advanced of Stock Exchange quotations 
can be ignored, but there is one which deserves special attention, because the 
same line of thought crops up in relation to the mystic formula of “ net 
maintainable revenue ” which the Report puts forward as-a superior alterna- 
tive. This is the argument that Stock Exchange prices should not be adopted 
because they may allow for “ ability to exploit monopoly or subsidy con- 
ditions.”” But supposing that happened to be true in a particular instance, 
would it even so provide any justification for a partial expropriation of the 
shareholders ? Whether one approves or disapproves of monopoly, the only 
relevant point in this context is that in this country it is perfectly legal to 
enjoy a monopolistic position. Indeed, the Courts have been busy for the 
past thirty years undermining the old salutary mer of conspiracy in 
restraint of trade, while the State has actively encouraged monopolies of various 
kinds in a variety of ways and has been instrume ul in establishing not a 
few on its own account. This being so, it would clearly be quite monstrous 
to suggest that private investors should be mulcted of part of their savings 
because these have been used to finance activities which the law approves 
and the State itself condones. Similarly the whole object of granting a subsidy 
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is to ensure that an undertaking which it is desired to maintain in existence for 
social reasons of some kind (possibly quite mistaken) shall be profitable enough 
to be continued. Having g anted the subsidy, and so created capital values 
which are expressed in current market prices, the State is quite clearly estopped 
from saying that the profits in question should never have existed. 

Hence the most significant feature of the nebulous concept of “ net main- 
tainable revenue’ is the suggestion that this would “ permit special con- 
sideration of that part of past earnings which has been due to monopoly or 
semi-monopoly activities, or to any direct or indirect subsidy previously 
granted by the State.” Of the formula itself, one can only say that it has at 
least the merit of attempting to find some basis of valuation on a forward- 
looking basis, instead of on either of the quite irrelevant backward-looking 
formule which the Committee dismisses on quite irrelevant grounds.* Un- 
fortunately, it has no real content, but means simply that the opinion of some 
authoritarian bc dy will be substituted for that of the general body of investors 
in assessing both a figure of earnings and a yield basis on which to capitalize 
them. To be logical, the Committee should have argued for the assessment 
of a basic revenue that could be regarded as absolutely maintainable over a 
long period, good and bad times alike, and which would then be capitalized 
on the basis of the current rate of interest (say the current yield on Consols). 
When the basis of capitalization is also to be a mere matter of opinion, the 
whole calculation becomes mere hocus pocus—as the Committee tacitly 
acknowledges in pointing out that “excessive basic net revenue will in- 
evitably result in decreased mi uintainability and would consequently be 
offset by a reduction in the number of year’s purchase at which the revenue 
would be capitalized.” If we are to have variable yield factors, in any case, 
it is difficult to see any alternative basis for these than the Stock Exch: inge 
yield structure, with its nice gradations from 3 per cent. on gilt-edged to 
8 per cent. or so on junior home rails. But if the Stock Exchange yield is 
to be applied to current earnings, then the “ net maintainable revenue ” 
formula would—mirabile dictu—produce precisely the Stock Exchange price 
forthe share. And if the Stock Exchange yield is to be the basis of capitalizing 
some smaller revenue figure (current earnings less “ monopoly profits ", let 
us say), then it would completely contravene the principle of fair compensation 
which ostensibly conditions the whole report. If the Committee were frank, 
in fact, it might have left out the pseudo-economies entirely and simply have 
said that Labour would like to find reasons for paving as little as possible 
for any undertaking acquired, but in practice would be unwise to offer very 
much below the market price for fear of creating a rumpus. 


* As a reason for rejecting the formula “ tot al < capital expeniionee less depreciation,’ the 
Report argues that it would give “‘a suai inflated figure ’’ for railways, canals and similar 
undertakings ‘‘ whose economic value to the community is now low in relation to the figure ol 
investment, much of which took place many years ago.’ Even if one ignores the implication 


that this country could have won the war just as well with no railways, it is astonishing to find 
no recognition that, the purchasing power of the pound having been more than halved over 
the last generation, this formula would give a grossly under-valued figure for industry as a whole. 
The method of valuation of physical assets is dismissed (except in cases where only part of an 
undertaking is being acquired) solely on the grounds of administrative difficulties. There is no 
recognition that a capital value is simply the capitalized equivalent of prospective earnings, 
so that this formula, if honestly applied, could only give results identical with that of net maintain- 
able revenue. 
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Cheques Crossed “Not Negotiable” 


A Legal Decision 
By L. Le M. Minty, Ph.D., LL.B., Barrister-at-Law 


HE case of Penmount Estates Ltd. v. National Provincial Bank Ltd., 

Jasper J. Addis, and Roy Birchenborough (Stanley Moss and Pilcher 

third party) tried by Mackinnon, L.J., as a judge of first instance on 
July 18, 19 and 20, is of interest to bankers as throwing some light on 
the vexed question of liability in collecting third party cheques crossed ‘‘ Not 
negotiable ’’ and raises some novel considerations arising out of the suggested 
application of the Law Reform (Married Women and Tortfeasors) Act, 1935, 
where there have been two or more conversions of the same cheque in the 
process of its negotiation, collection and payment. 

The facts were somewhat complicated, but briefly stated were that Pen- 

mount Estates Ltd. are a limited company that had dealings with the War 
Damage Commission arising out of war damage to certain properties owned 
by Penmount Estates Ltd. and for purposes of effecting a settlement employed 
a firm of estate agents, Stanley Moss and Pilcher, the principal partner in 
which is Mr. Stanley Moss, who, owing to war conditions, was the only practis- 
ing partner in the firm. Mr. Moss, bei ing partly engaged in war work, employe d 
a Mr. Horton to take charge of the office and the accounts of clients and settle 
on their behalf claims against the War Damage Commission. Mr. Horton 
was fully qualified and came to Mr. Moss on the highest recommendations 
from persons of undoubted integrity. When claims were settled with the 
War Damage Commission, it was the practice of the War Damage Commission 
to send the cheques to St nle -y Moss and Pilcher and it was the duty of Horton 
to forward the cheques to the re spective clients. Although Horton had the 
duty of negotiating with the War Damage Commission as regards the amounts 
payable to clients, he had no authority to do anything otherwise with the 
cheques than to forward them to the clients. 

In this way Horton as manager for Stanley Moss and Pilcher received in 
their office, amongst others, eight cheques payable to different clients of 
Stanley Moss and Pilcher drawn by the War Damage Commission on the 
Bank of England, all of which were collected for the account of the second 
defendant, Addis, by the National Provincial Bank through their New Bond 
Street or Regent Street branches. Seven of the cheques were crossed in 
addition to ‘“‘& Co. Not negotiable,’ ‘‘ Account payee only.” 

The eighth cheque in respect of which the action was brought was dated 
August 6, 1942, payable to Penmount Estates Ltd. It was for £67 4s. 1d. 
and was crossed “ & Co. Not negotiable’ without the words “ Account 
payee only.’’ All the cheques had on the reverse a form of combined endorse- 
ment and receipt purporting to be filled in by the payees. 

Stanley Moss and Pilcher had no reason to suspect the honesty of Horton 
until about early September 1942, when, Horton being ill, Mr. Stanley Moss 
discovered that Horton had embezzled one of his client’s cheques. This led 
to an investigation, which showed that Horton had embezzled a number of 








20 THE BANKER 





other chequ s, including the eight cheques mentioned. Before any of the 
clients were aware of Horton’s frauds, and before any proceedings had been 
begun in the present action, Mr. Moss immediately refunded to the various 
clients out of the funds of Stanley Moss and Pilcher the amounts due to them 
which Horton had misappropriated. 

The methods of misappropriating these and other cheques was for Horton 
to forge the endorsements of the clients himself or get some unidentified person 


to forge them, and then negotiate them to the third defendant, Mr. Roy 


Birchenborough, who was the proprietor of Mac’s Bar, a club for theatrical 
people in the West End, of which Horton and the second defendant, Jasper 
J. Addis, were members. In some instances, Birchenborough had them 
collected through an account which he had at the Westminster branch, but 
they having refused to collect one of the cheques, Mr. Birchenborough put 
Horton in touch with Mr. Addis, who got them collected by paying them into 
the New Bond Street branch for credit of his clients’ account at the Regent 
Street branch of the National Provincial Bank. Apparently Horton owed 
Birchenborough money, and Birchenborough, on receiving the proceeds 
from Addis, paid the balance to Horton. It did not transpire what, if any, 
advantage Addis got out of the transaction. 

The claims against the Westminster Bank were settled and the National 
Provincial Bank had settled the claims in respect of the collection of the first 
seven cheques mentioned above, the first six of which were collected through 
the New Bond Street branch of the National Provincial Bank and the seventh 
through the Regent Street branch of the National Provincial Bank. As 
already stated, these cheques were crossed in addition to “Not negotiable” 
“ Account payee only” and the National Provincial Bank, no doubt quite 
rightly, took the view that in respect of these cheques no successful defence 
was open to them. 

The « ighth che que for £67 4s. 1d., the subject of the action, was, as stated, 
crossed merely “ Not n gotiable,’ ,”’ without the words “‘ Account payee only.” 
ike the others, it had on the reverse a form of —. “ Received of War 
Damage Commission the sum ng ‘ntioned on the face hereof. Signature of 
Payee Penmount Estates Ltd. . Levison, date Aug. 8/42, Managing Director 
(over a 2d. stamp). This ene is intended to be an endorsement as well 
as a receipt.’’ It was proved in evidence that the endorsement W. Levison, 
the name of the managing director being Robert Levinson, was a forgery 
(though who had actually forged the name of Mr. Levinson was not established). 
There was also a name above the endorsement ‘“ F. McAlister,’’ which was 
apparently the name of the lady who helped to manage Mr. Birchenborough’s 
club, but there was no evidence for what reason it had been put on the cheque, 
and it was treated by the judge as having no significance one way or the other. 

The way in which the National Provincial Bank c: ime to collect the cheque 
was as follows. The second defendant, Jasper J. Addis, is a solicitor carrying 
on business as Addis Edwards and Co., who had opened an account with 
the Regent Street branch of the National Provincial Bank in June 1939. 
Discovery of the bank’s records showed that when the bank opened the 
account they were aware that in 1928 he had been made bankrupt, but that 
he had since obtained his discharge, and Martins Bank, where he had previously 
banked, had confirmed that his account there had been properly conducted 
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and he produced his certificate from the Law Society, entitling him to practise. 
There was, however, a record of a conversation in September 1940 when a 
Mr. Hogg, the managing clerk of Mr. Addis, had informed the National 
Provincial Bank that he was leaving the firm of Addis Edwards and Co., 
under which Mr. Addis practised, as he was dissatisfied with the way the 
firm’s business was being transacted and had mentioned that he intended 
seeing the Law Society about certain irregularities. 

Mr. Addis kept his clients’ account and personal account at the Regent 
Street branch of the National Provincial Bank, but frequently paid in at 
the New Bond Street branch moneys to his account at the Regent Street 
branch. 

The accountant at the New Bond Street branch, a Mr. Andrews, early 
on became suspicious as to how Addis came to be dealing with these third 
party cheques, but Addis gave him the explanation that he was negotiating 
with the War Damage Commission on behalf of various clients, and many 
of the payees not having banking accounts, he collected the cheques received 
on their behalf and paid them the proceeds. The assistant manager at the 
Regent Street branch, a Mr. Tudor, was also suspicious, but the explanation 
given him by Mr. Addis was that the cheques included his professional costs 
and he made sure of receiving them by getting the payees to endorse the 
cheques which he then collected and paid them the amounts less his costs. 
These two explanations were contradictory, but as the two bank officials 
had no occasion to consult each other, they were accepted and the cheques 
were duly collected. 

Addis first paid in the cheque in question at the New Bond Street branch, 
but the accountant, Mr. Andrews, noticing that it was payable to a limited 
company which would normally have a banking account, queried the trans- 
action. He got into communication with the Regent Street branch, and their 
assistant manager, Mr. Tudor, got on the ‘phone to Addis, who gave him the 
other explanation that he was wanting it credited to this clier nt’s account 
so that he could handle the amount and deduct his fees. The assistant 
manager accepted that explanation and the cheque with the paying-in slip 
was taken by hand from the New Bond Street branch to the Regent Street 
branch and collected by the Regent Street branch. 

Mr. Beney, K.C., for the plaintiffs, made a strong point that if the Regent 
Street branch officials had consulted the clients’ account of Mr. Addis they 
would have noticed that he had in every case drawn cheques payable to himself 
at odd intervals which would have been quite inconsistent with his story 
that he was sending the various payees cheques for the sums he had collected 
less his costs. The judge, however, seemed to think that that degree of 
investigation was not to be expected of bank officials. 

After the frauds were discovered Mr. Moss had a stormy interview with 
his manager, Mr. Horton, who made a clean breast of it and offered to make 
restitution and signed a letter making such an offer and, in fact, paid Mr. Moss 
asum of £100, but without allocating it to any particular fraud he had per- 
petrated, and it was set against the loss on his other fraudulent transactions. 
Horton was subsequently prosecuted by the police for other frauds and 
received a term of imprisonment. When the question arose as to the likelihood 
of Birchenborough, Addis and the National Provincial Bank being successfully 
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sued for conversion of this cheque for £67 4s. Id., the position was that the 
cheque in question had always been the property of the payees, Penmount 
Estates Ltd., but they had been reimbursed its amount by Mr. Stanley Moss 
on November 13, 1942, who at the time did so without any condition or 
qualification. Mr. Stanley Moss later entered into an agreement with them 
by which Penmount Estates Ltd. were to become plaintiffs and were to be 
guaranteed their costs, and in the event of their being successful and recovering 
the amount and costs were to pay it over to Mr. Stanley Moss. The action 
was, therefore, brought in the name of Penmount Estates Ltd., as an action 
against the National Provincial Bank for conversion of the cheque as collecting 
bankers, but the real plaintiffs who stood to profit by the action were St: anley 
Moss and Pilcher. Penmount Estates Ltd. also claimed against the third 
defendant, Roy Birchenborough, as having received the cheque from Horton 
and having on August 8, 1942, given it to the second defendant Addis at 
Mac’s Bar and thereby converted it, and the second defendant Addis was 
sued as having converted it by paying it into his account at the Regent Street 
branch of the deferidant bank. 

The National Provincial Bank raised three defences, the obvious defence 
of receiving payment for a customer without negligence under Section 82 
of the Bills of Exchange Act, 1882, a defence that the plaintiffs had suffered 
no damage as Horton had paid or satisfied the claim, and a third, rather novel 
defence, that “‘ if Horton did the acts complained of he did so as the servant 
of Stanley Moss and Pilcher and in the course of his employment by them, 
and Stanley Moss and Pilcher being liable for the conversion (if any) so com- 
mitted by their servant paid or accounted to the plaintiffs for the amount 
of the said che que ind th proceeds thereof.” 

The substance of the defence of the third defendant, Roy Birchenborough, 
was that ‘“‘he admits he received the said cheque from the said Horton, and 

iys that he at the request or with the authority of the said Horton handed the 
said cheque to the second defendant in order that the said defendant might 
collect the said cheque for the said Horton.’’ He also relied on the same 
alternative defences as the bank that the cheque had been paid or satisfied 
by Horton, and that Stanley Moss and Pilcher were liable for the fraud of 
their manager, Horton. 

\t the trial Mr. Birchenborough gave evidence to the effect that as regards 
this particular cheque, he did not handle it at all, but that all he had done was 
to put Horton in contact with Addis in Mac’s Bar and leave them to make 
their own arrangements for its collection. Mr. Graham Brooks, who appeared 
as counsel for Birchenborough, asked leave at the trial to amend the defence 
that effect, and if such evidence had been accepted 


; , 
of Birchenborough to t 


ron wes no conversion by Birchenborough could have been proved. But 


Ma ckin1 n, L.J., refused to allow an amendment of the pleadings at such 
a late stage. 

The second defendant, Addis, put the plaintiffs to proof of the facts alleged 
in their statement of claim and likewise relied on a defence that the plaintiffs 
had had their claim satisfied by receiving £67 4s. Id. as compensation or 


indemnity in respect of the converted cheque from Stanley Moss and Pilcher. 
He also pleaded that the claim had been waived or compromised by Horton 
giving {100 by way of restitution for the cheque. 
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Addis had also resorted to third party proceedings against Stanley Moss 
and Pilcher, alleging that they had been guilty of negligence towards himself, 
Addis, in permitting Horton to take possession of the “cheque and fraudulently 
endorse it and thereby led the defendant Addis to believe that the endorsement 
was in order. He also alleged that he had been damnified by the acceptance 
of the £100 paid by Horton to the third parties and was entitled to the sum 
paid or indemnity out of it. 

At the trial Addis did not appear in person or by counsel and as a con- 
sequence his third party claim against Stanley Moss and Pilcher was dismissed 
with costs. 

Mackinnon, L.J., found as a fact that the National Provincial Bank, 
in collecting this cheque for £67 4s. Id., had acted without negligence and 
were, therefore, protected by Section 82 of the Bills of Exchange Act, 1882. 
After pointing out that “ without negligence ”’ has to be construed as meaning 
“without negligence as regards the interest of the payee of the cheque,” he 
said : 

‘Various cases have been cited to me and various considerations urged 
upon me by Mr. Beney (for the plaintiffs) and Mr. Morris (for the defendant 
bank), but I do not think I need go through the various points so strenuously 
made by Mr. Beney. 

‘In regard to this cheque for £67 4s. Id., my conclusion is that the bank 

itisfied me that they collected the amount of this cheque without negligence. 
It is difficult to enunciate any particular principle which is applicable to the 
infinite variety of circumstances under which such a question might arise. 
There are obviously various considerations : the name of the payee ; the form 
of endorsement ; the circumstances of the customer himself, etc. In this 
case the customer was a solicitor and he was keeping, under statutory con- 
ditions, a client’s account, and to that extent it would be natural that he 
should be paying into that account the money of other people than himself. 
He himself brought the cheque, and there was, therefore, no question, as has 
been raised in some cases, of negotiating a cheque for one who is known to be a 
servant of the true owner of the cheque, which arose in one of the cases, the 


name of which I have forgotten for the moment. 
[t is true in the light of after events the explanation given by Addis, 
first to Andrews (the accountant at the New Bond Street branch) and the: 


to Tudor and Howell (the assistant manager and accountant at the Reg 
Street branch) may sound to be improbable, and such as, if one were in a very 
suspicious frame of mind, one would doubt the truth of, but I do not think 
the officials of the bank, exercising and doing their duty under Section 

of the Act, have got to be abnormally suspicious. They are certainly no 
suspicious of everybody. After all, this is the carrying out of a business in 
which moneys must be paid out, and paid out among a variety of other trans- 
actions with reasonable despatch. As it turns out there were a good ma 
questions that a lawyer, who is trained in a very different way to a bank cles Tk 
would probably have had in mind, and on whic h he might have cross-examine: d 
Mr. Addis. But doing the best | can to satisfy my mind whether in thes¢ 
circumstances Mr. Andrews, Mr. Tudor and Mr. Howell exercised reasonabl 
care before accepting from Mr. Addis this cheque to be collected and paid 


.% 


into his account—doing my best to reason whether they did so use reasonabl 











24 THE BANKER 








care—I have come to the conclusion that they did, with the result that | 
think the bank are protected in respect of this claim for {67 4s. Id. upon 
this cheque for its alleged conversion.” 

This finding made it unnecessary for him to consider the further alternative 
defences of the bank, but he had to do so in considering the claim made against 
Birchenborough, who, being bound by the admissions in his defence, had 
been guilty of conversion of the cheque, and, unlike the bank, had no statutory 
defence. Mr. Birchenborough had, however, adopted the argument put 
forward by Mr. Morris, K.C., on behalf of the bank that Stanley Moss and 
Pilcher having at the outset paid the plaintiffs the amount of the cheque, 
the plaintiffs could claim only nominal damage Ss. 

On this point Mz wckinnon, L.J., said, ‘ Tt is, I think, well settled that 
where there is a claim for conversion against several people who have converted 
a chattel or a cheque, or whatever it may be, the property of the plaintiff, 
a judgment against one of them, if unsatisfied, will not debar the plaintiff 
from getting a second judgment against the second party or the third party 
or any more. It is only if there is a judgment recovered against one of them 
and satisfied that a subsequent converter or another converter can say, ‘ You 
cannot sue me because in respect of this conversion you have recovered 
judgment against so-and-so, and that judgment has been satisfied by him, 
and, therefore, there are no outstanding damages due to you, and in respect 
of the action you are bringing against me.’ 

“TI think it is probably true to say that it is not necessary in order to 
provide a second converter with this defence to say, ‘ You, the plaintiff, have 
sought and obtained a judgment.’ I think it would be enough for them to 
say you asserted a claim for like damages against another person and he 
admitted your iin and satisfied it by payment. Further, I do not think 
it is necessary that the plaintiff should have asserted a claim if the other 
person—in this case Mr. Stanley Moss—had come along and anticipated the 
claim for damages for conversion against him and had said, ‘ I know you are 
going to make this claim. I admit my liability and I send you the money.’ 
But if Stanley Moss merely made a voluntary payment and the plaintiffs 
could not have asserted a claim for conversion against him, that would not 
disentitle the plaintiffs to bring the action. He found that Stanley Moss 
had paid the £67 4s. 1d. to the plaintifis as a voluntary concession and to 
preserve his tature good relations with them. The cases of Lloyd v. Grace 
Smith, 1912, 1905, A.C. 716, and Cheshire v. Bailey, 1905, 1 K.B. 237 had 
been urged upon him by Mr. Beney and he found that the conversion of the 
cheque by Horton was not a conversion for which Stanley Moss and Pilcher, 
his employers, would have been made liable by the plaintiffs, though they 
might have been sued as upon a breach of contract in failing to forward the 
cheque to the plaintiffs.” 

In the result, Mackinnon, L.J., dismissed the claim against the bank 
with costs, but gave judgment for £67 4s. Id. against the ‘third defendant, 
Birchenborough, with costs, and against the second defendant, Addis, with 
costs, and dismissed the second de fe ndant’s third party claim against Moss 
and Pilcher with costs. The writer is informed by the solicitors for the 
plaintiffs that they do not intend, having thus recovered judgment against 
the other two defendants, to appeal against the dismissal of their claim against 
the defendant bank. 
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Post-War Investment in China 
By Y. L. Wu 


N his “ World Economic Development,” Professor Staley has estimated 
Jia among the economically undeveloped countries China will be one of 

the most important sources of demand for foreign capital. Repeated 
oficial and unofficial pronouncements by the Chinese have all stressed that 
foreign capital will be welcome. But the mere existence of investment 
opportunities in China does not mean that foreign capital will necessarily 
pour into the country. Assuming that both political stability and goodwill 
towards foreigners will exist in China after the war, the investors will still 
want to have a clearer idea than most of them possess now about the scope 
foreign investments may enjoy, the restrictions they must be subject to and 
the reasons underlying whatever government control there may be. The 
Chinese entrepreneurs themselves will like to know whether the liberalization 
of economic policy with respect to foreign capital implies a more liberal 
economic policy in general. It is obvious that these questions are inter- 
connected and that a better understanding of the prospect of investments in 
China will be facilitated by answering these questions. In the following 
the writer will attempt to clarify these issues from the point of view of a student 
of Economics. 

In December 1931, a resolution was adopted by the 4th Central Executive 
Committee of the Kuomintang welcoming foreign capital and_ technical 
assistance in the economic development of China. According to the “ Regula- 
tions Governing the Utilization of Foreign Experts and Capital,’ promulgated 
in the following year, the Government’s attitude was briefly as follows: 
(1) Foreign entrepreneurial capital was allowed to take part in Sino-foreign 
joint enterprises which might be either State enterprises or private under- 
takings. In the latter case, Government approval should be obtained first. 
In all joint enterprises, at least 51 per cent. of the total number of shares 
should be held by Chinese and the chairman of the board of directors, as well 
as the general manager, should be Chinese. (2) Both the Government and 
private persons could negotiate foreign loans, but private potential borrowers 
should obtain the sanction of the Government beforehand. (3) While re- 
serving the right of supervision, the Government might grant temporary 
concessions to experienced foreign investors in particular cases where risks 
were high and special technical skill was called for. 

In pre-war days some {500 millions, or about three-quarters of the total 
foreign investment in China, were in the form of direct business investments. 
These were concentrated in concessions and settlements where foreigners were 
under the jurisdiction of their own courts. The 1932 provision regarding 
temporary concessions was clearly aimed at filling a gap by permitting entre- 
preneurial investments of sole foreign ownership outside the confines of the 
concessions and settlements. That these were not weicomed in general and 
without qualification was to be explained by the fear lest there should be too 
many foreign enterprises in China free from Chinese control as a result of 
the existence of extraterritoriality. 

With the relinquishment of extra territoriality by Britain and the United 
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States in January 1943, a resolution was adopted in the following September 
by the 5th Central Executive Committee of the Kuomintang to encourage the 
inflow of foreign capital.t The gist of this resolution which provides the 
general background of present government policy towards foreign investment 
may be summarized as follows: (1) All previous restrictions on Sino-foreign 
joint enterprises are to be removed with the exception that the chairman 
of the board of directors must still be Chinese. (2) All foreign loans for 
State enterprises should be negotiated by acentral agency. Private borrowers 
may negotiate foreign loans of their own accord, but these will take effect only 
when Government approval has been secured. (3) Direct investments of 
sole foreign ownership can be made outside as well as inside the former con- 
cessions, settlements, etc., under Chinese laws and regulations and with the 
sanction of the Chinese Government. 

Compared with the 1932 “‘ Regulations,”’ the main changes have taken place 
with respect to joint enterprises and direct investments. But if in all cases 
investors could have the choice between direct investments and joint enter- 
prises with the Chinese or the Chinese Government, it would seem that the 
removal of restrictions on joint enterprises could offer little inducement to 
foreign investors in addition to the distinct advantage resulting from the 
widening of the scope for direct investments. For there are good reasons to 
believe that direct investments will be pr‘ ferred to other forms of foreign 
investment. The explanation of the contents of the 1943 Resolution in this 

t in the provision that direct investments 
must first obtain the sanction of the Chinese Government. Indeed, it is 
mentioned in the Resolution that the Government will determine later which 
categories of State enterprises may accept foreign shares and which categories 
may accept foreign loans. If certain industries are to consist of State enter- 
prises exclusively, then the obvious implication is that except some joint 
enterprises these industries will be closed to foreign entrepreneurial investment. 
Whether other industries not reserved for the State will be generally open 


respect 1S ther iore, to be sough 


to direct investment by foreigners—in other words, what principle will govern 
the granting or withholding of Government sanction—so far as the 1943 
Resolution is concerned, remains obscure. As for the laws and regulations to 
which foreign direct investments, as well as Chinese enterprises, will be subject, 
they obviously depend upon the character of post-war Chinese economy, 
especially the way in which the elements of planning and private enterprise 
will be combined. It is, therefore, necessary to inquire further into the 
constituent principles of the economic order in China. 

principal features of the 1943 Resolution were reiterated by the 
Chine lelegation in a statement to the International Business Conferenc 
held in the latter part of 1944 in New York. Keferring to this statement, 
Dr. Sun Fo, President of the Legislative Yuan, further elaborated on November 
30 of the same year the principles of future economic policy in a speech so 


far only cursorily reported in this country.; According to Dr. Sun, for over 
a year after the adoption of the 1943 Resolution by the Kuomintang, the 





lution in English is found in China at War, Vol. XI, No. 4, October 


ill text of the speech is found in the February 1, 1945, issue of China Newsweek, published 
by the United Kingdom Office of the Chinese Ministry of Information. 
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Executive Yuan and a special committee of the Legislative Yuan had been 
making detailed studies of China’s post-war economic problems and that the 
general principles finally formulated were submitted to the Supreme National 
Defence Council in November 1944. Considerable light is thrown on the 
direction of Government economic policy by some of these principles. (1) A 
definite sector of the economy is to be reserved exclusively for State enter- 
prises. The number and kinds of these enterprises are to be limited and 
clearly defined. They should include postal and telegraphic communications, 
important national railways, large hydro-electric power plants, arsenals and 
mints, and such public works as harbour construction, irrigation and con- 
struction works. (2) Outside thie sector of strictly State enterprises, all 
industry will be open to State and private initiative alike. In Dr. Sun’s 
opinion, this marks a complete break with “ the past theories of rigid spheres 
of interest for State and private capital.’’ (3) The Government will exercise 
over-all control through a General Economic Plan. All privately-operated 
industrial enterprises should conform to the terms of the Plan with respect 
to (i) location, (11) plant capacity, (iii) kinds and quality of products, and 
(iv) capital issues. 

From these points and the formal Resolution of 1943 we can piece together 
a picture of the field open to foreign investment. In the first place, it seems 
that the strictly State industries will cover all or most of the natural and 
inevitable monopolies as well as those industries which require the exercise 
of compulsory power in their operation and a large initial outlay of capital that 
cannot be supplied by domestic private capital, at any rate in the short run. 
The provision in the 1943 Resolution for the participation of foreign capital 
either in the form of shares or in loans—which being the case is for the Govern- 
ment to decide—seems to apply to this sector. In the second place, not the 
whole of the non-State sector will be open to foreign direct investment. The 
delimitation of this intermediate field is, in our opinion, dependent on the 
following factors. On the one hand, also according to Dr. Sun, “ for certain 
special enterprises which would require special authorization for their establish- 
ment and operation, special charters may be granted to foreigners upon 
* plication to and approval by the Government.’’ On the other hand, 1 
s well to remember that Article 118 of the 1936 Draft Constitution of the 
Republic provides that subterranean minerals belong to the State, and that 
mining is not included by Dr. Sun in the State sector of the economy. It 
is, therefore, reasonable to assume that mining will be open to foreign direct 
investment under special charters, an arrangement reminiscent of the 1932 
proposal of ‘ temporary concessions ” Feces above. a all other 


industries i Tespective of their being regarded as “ heavy” or “ light ’’ will 
be open to foreign entrepreneurial inve stment st bj ect to ( -hine se commercial 
, = . I 

law and the regulations under the General Economic Plan. This field will 


cover most Bt ce wn industries, including both consumers’ goods and 
capital goods. 

On how large a scale foreign capital will flow into China and how important 
China will be as an investment outlet—in short, the two aspects of the same 
problem both Chinese and foreigners would like to know more definitely 
depend, it seems to us, on the interpretation given to the much vaunted 
General Plan and the four main measures of control. That there will be a 
General Plan has run, through all Chinese official statements on economic 
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policy since 191g, and especially after 1927, when the National Government 
was established in Nanking. The same point was emphasized in the Resolu- 
tion on national industrial reconstruction passed by the Central Executive 
Committee of the Kuomintang at the same time when the Resolution welcoming 
foreign capital was accepted. But what sort of plan will it be? Will it 
be a plan of the economic framework within which free enterprise can function 
smoothly, while the State intervenes only when its intervention is necessary 
for the enhancement of welfare, e.g. by nationalizing monopolies? Or is 
it going to be that type of planning under which neither the producers nor 
the consumers can enjoy freedom of choice? History does not offer us any 
guidance in this connection. For this element of ambiguity can be traced 
back to Dr. Sun Yat-Sen’s Jnternational Development of China, published 
at the conclusion of the last war, and it is on this programme that all sub- 
sequent pronouncements have been based. Chinese love for planning in 
physical units without reference to the will of the consumer, as amply demon- 
strated in the stream of plans produced since 1927, gives colour to the sugges- 
tion that the General Plan will be a “‘ Total Plan.’’ The idea that. the State 
should control plant capacity, the nature and quantity of output, capital 
issues and industrial location lends further support to the view that the General 
Plan aims at establishing a rigorously regimented economy. Should this view 
be correct, what the repercussions would be on the inflow of foreign capital 
one could hardly tell. 

On the other hand, an entirely opposite interpretation is possible Even 
the equalization of what economists call marginal private and marginal 
social products which is necessary for the maximization of economic welfare 
necessitates State intervention in the capital structure of certain industries. 
Control over capital may be only an additional weapon to a system of taxes 
and subsidies. Control over location may be an anti-depression device. 
It may be prompted partly by defence considerations and partly by the 
desire to give part-time industrial employment to the large reserves of semi- 
employed farm labour whose small holdings are insufficient to afford full- 
time work. As Dr. Sun said in his speech in November 1944, “ The original 
draft proposals submitted by the various ministries and the special committee 
of the Legislative Yuan were successively revised toward a more liberal outlook.’ 
So it is just possible that the General Plan will be no more than a plan of 
the economic structure. 

It is possible to interpret in the same manner the desire not to confine 
State activity to a pre-defined sector. For with the establishment of large 
foreign enterprises, there is the danger of the growth of monopolistic interests 
in industries that could be quite efficient under competition. This danger 
is enhanced if the foreign investors will mainly consist of large power groups, 

possibility not at all unrealistic in the post-war world. It is, therefore, 
possible that the Chinese Government wish to use State participation in any 
industry or its possibility as a means of preventing the monopolistic exploita- 
tion of the consumer by large Chinese as well as foreign firms. Opinions 
will differ as to whether this is the best way of curbing the growth of monopoly, 
and, in our opinion, it is not. But this does not preclude the possibility 
that it may be regarded as such by the Chinese Government. 

It is for the Chinese to clarify the points we have raised and to make 
the nature of their Plan and the purpose of their controls beyond doubt. 
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Without doing that it is difficult to see in what sense the present policy 
towards foreign investment can be regarded as a considerable improvement 
on the earlier policy and how effective it can be in inducing foreign capital 
inflow. It is in the common interest of the Chinese people and of foreign 
investors to cnlarge the flow of capital into China. The average national 
income of China between 1932 and 1936, according to a recent estimate made 
by the Central Planning Board of China, is 33 milliard Chinese dollars, 
equivalent to about 11 milliard U.S. dollars, at the pre-war rate of exchange. 
This gives a per capita income of some 73 Chinese dollars or 24 U.S. dollars.* 
A programme of high-speed industrialization without substantial foreign 
capital spells insufferable hardship for the masses. There exists in China a 
body of opinion which, though perhaps waning in importance, would like 
to see China rebuilt and developed on an autarkic basis. But it is only too 
evident Pry complete regimentation would be both economically futile and 


politically dangerous. 





* The figure given by Buck is CN $52.19 


Can Exports do it all ? 
By Ernest H. Stern 


HE war being over, the problems it has created queue up for solution, 

prominent among them the question of Britain’s new foreign war debts. 

The war debts problem can be dealt with from many points of view. 
This article will not discuss matters of principle, it will not judge the rights or 
wrongs of the case or postulate what ought to be done. It is concerned solely 
with the magnitudes involved and seeks answers to the following practical 
questions: “‘ What are the magnitudes to be dealt with ?’”’ and “‘ What are 
likely to be manageable magnitudes ? ”’ Its starting point are two observations 
which strike every student of economic affairs : 
Given goodwill on all sides economic life exhibits a great ability to 

adjust itself to new conditions, but, on the other hand, 

(6) economic trends are amazingly persistent over long periods, in spite 
of erratic short-run fluctuations, and that persistence of trend 
sets a limit to the capacity for adjustment. 

Of the persistence of trends and tendencies, ever-growing evidence has been 
brought to light during the last thirty years, largel ly by American research. 


»\ 
\a} 


RATES OF GROWTH OF Exports BEFORE WoRLD WAR I 


lhe magnitude to which regard must be paid first of all is the rate of 
growth of exports in the past. For obvious reasons the figures selected for 
examination are not those of the troubled period between the wars, when 
the expansion of export was impeded both by the aftermath of war and by 
wholesale Government intervention. It is proposed to study instead the 


thirty-three years’ period up to World War I (1881/1913), to which one looks 
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back as a golden age of expansion in output and in international trade. As 
in this period wholesale prices fluctuated greatly and were rising in the later 
two-thirds of it, the writer has calculated the rates of growth on the basis of 
exports at stable prices, as explained in the footnotes to the table on page —. 
Furthermore, as part of the expansion of those years was due to the steadily 
increasing population of the various countries, the rates of expansion of 
exports per head of the population have also been calculated. Attention 
is in particular directed to the latter figures, as in all the western countries 
the growth of population have now considerably declined as compared with 
the period 1881/1913. All the rates are approximate because neither the 
average growth of exports nor of population were exactly stable at compound 
interest throughout the period, but the differences are small enough to be 
neglected in this context. 


RATES OF GROWTH OF EXPORTS, 1881 1913 


Percentage Annual! Increase at Compound Interest, approx 
U.K U.S Germany France 
Growth of 7" : 
Exports of Domestic Produce computed at 
stable prices 2.2 2 6 4.3 2.1 
Population 0.5 » Oo fr. 0.2 
Exports as above, per head of population 1.4 1.6 3.0 1.9 
Sources for Export Statistics: U.K computed at prices of 1900 as published in Board of 
Trade Stat. Tables Cmd. 4954/09 and Cmd. 6782/13, 1013 partly estimated cS values as 
declared divided by Index of Wholesale Prices of Bureau of Labour This method is less correct 
than that applied in the case of the U.K. Germany ; computed at export values of 1913 from 
the study of Soltau Statistische Untersuchung tebery die Entwicklung und die Konjunkturschwank- 
ungen « | enhandels, Suppl. 2 of Publ. of Germ. Inst. for Bus. Research, 1926, Table 3, 
Pp. 44 France Values as declared divided by Index of Wholesale prices of Stat. Gen. de la 


It will be observed that even in that enterprising period prior to the first 
World War, the rate of growth of exports per head for the U.K., U.S. or France 
averaged less than 2 per cent. per annum; in Germany it reached, but did 
not exceed, 3 per cent. per annum. Though the future may differ from the 
past, the student of economic affairs who has observed the persistence of 
trend and the slow gradualness of economic expansion over the average of many 
vears, nevertheless ‘cannot help regarding rates of export expansion per he ad 
of 14 to 2 per cent. per annum at compound interest, as possibly the maximum 
attainable over the next 25 years. Such small rates of expansion imply that, 
given conditions similar to those before the war of 1914/18, and given the 
new conditions of a population stagnant in numbers, it would take the U.K. 
something like thirty-five years and more to double her exports. As a matter 
of fact, neither the U.K. nor the U.S. were able to double their exports per 
capita (computed at stable prices) in the thirty-three year period to IgI4. 


Contrary to widespread belief, economic expansion, though steady, is slow. 


THE Export EQUIVALENT OF THE NEW WAR DEBT 
How do such rates compare with the rate of expansion of exports that 
would be needed to provide the U.K. with the foreign exchange required 
to service the new foreign war debt and to complete the “ rehabilitation ”’ 
of the country ? The magnitudes involved are reviewed in the estimates 
which follow. In order to estimate foreign exchange requirements, certain 
assumptions supplementary to the basic assumption of ‘“ goodwill on all 
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sides ’’ must be made : (i) Foreign exchange will be found not by cutting 
down this country’s purchases from other countries, but by supplying the 
latter with more British goods. In other words, additional foreign exchange 
will be acquired exclusively by increased exports. (ii) The redemption of any 
foreign debt incurred or to be incurred as a consequence of this war will be 
spread over 25 years and interest on the balance will be moderate. (iii) Ex- 
penditure on the rehabilitation of this country, and of such British Common- 
wealth countries as are dependent on the U.K. for their rehabilitation, and 
other related expenditure of foreign exchange, will rank at least equally with 
the foreign war debts. (iv) This nation will slow down the improvement of 
its own standard of living as much as is consistent with the need for increased 
effort, without which additional exports cannot be produced at all. 

Following the indications given by Sir John Anderson in his Budget 
Speech of April 24 last, the new foreign war debt can be estimated at about 
£3,500 millions at present and following the 20th Report to Congress the 
Lend-Lease balance debited to the U.K. is another {2,500 millions. Leaving 
out of account any liability in respect of Lend-Lease (notwithstanding that 
the American Secretary of State, Mr. Byrnes, stated on September 1 that 
it would be wrong to assume that all L end-Lease balances will be cancelled), 
the service of the new foreign war debt, if redeemed over twenty-five years in 
equal annual instalments, would be as follows : 


Interest vaie at: »% i% 2% 24% 24! 
Interest plus Redemption % of 
£3,500 millions .. as ad | $.54 5.12 5-35 5-43 
Annual Instalments / millions .. 140 159 179 187 190 


However, gradually rising instalments to which reference is made later 
would suit actual conditions better than equal instalments. 

British exports incorporate a certain amount of imported goods. A recent 
estimate, fairly correct in the writer’s view, can be found in Sir William 
Beveridge on “ Full Employment,’’* giving the import content in the whole 
of British output as 20 per cent. If exports contain a like proportion— 
probably they incorporate a slightly higher proportion—then for each {100 
of foreign exchange to be made available by additional exports for debt 
service, about £125 have to be exported altogether, the balance of 25 per cent. 
being needed for increased imports. On the other hand, it can be assumed 
that additional exports and imports are accompanied by additional income 
from British shipping and air transport, and this latter can be estimated at 
about 8 per cent. of exports. In other words, in order to acquire £100 of 
foreign exchange there have to be exported goods worth about £115, or, put 
differently, the export-equivalent of U.K. foreign debts is 115 per cent. of 
its annual interest and redemption payments. The export-equivalent of 
the war debt service would on this basis be as follows : 


Interest vates at Ov, Eo ta 22% 24% 
Interest and Redemption, £ millions .. 140 159 179 187 190 
E ta Equivalent, £ millions . . i 161 183 206 215 219 


* 1st edition, p. 214, leutnote 1; a similar figure can be ducined frome the extensive study 
on this subject by Daniels and Campion in the London and Cambridge Service Special Study No. 
41. + As may be estimated from the White Paper on National Income, Cmd. 6623/45, Table 31 
§See the White Paper on National Income, Cmd. 6623/45, page 19. { Ditto, page 18. 
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THE EXPORT-EQUIVALENT OF REHABILITATION 

In discussing the war “ debt’ problem one is apt to overlook that the 
conversion of this country into a fighting machine in the front line and its 
reconversion into an export producing machine, as well as the actual invasion 
of British colonies and dependencies, have produced claims on the foreign 
exchange pool of the U.K. which may be no less weighty and may be more 
urgent than the redemption of the new foreign war debt. Reconversion and 
rehabilitation and various other payments are, in fact, largely pre-requisite 
to the expansion of British production and exports. 

The repair or reconstruction of buildings in the U.K. damaged by air raid 
attacks, and allowing for such repairs as have been done during the war (say 
£250 millions at war pricest), probably exceeds £500 millions at 1938 prices, 
with an import content of, say, £65 millions. Deferred maintenance of other 
buildings and equipment to date inasmuch as it exceeds new investment 
may also be estimated at roughly {500 millions at 1938 prices,§ with an import 
content of, say, £100 millions. The White Paper also reveals{ that consumers’ 
expenditure, adjusted for indirect taxes and subsidies, fell gradually to 80 per 
cent. of 1938 in the first two years of the war and remained at that level for 
the remainder of the war. If the import content of general consumption is 
taken as 20 per cent., and allowance made for consumption definitely foregone, 
the latter being anybody’s guess, the ‘“‘ deferred imports’ of this item may 
well amount to £500 millions at 1938 prices. To this must be added the 
import content of ‘ deferred housebuilding ’’ and “ furnishing ’”’ to keep 
abreast of the growth in numbers of the population (or rather of its grown-up 
portion), ove rlooking for simplicity’s sake—any improvement in the standard 
of living. This natural growth probably requires something like 200,000 
more houses, with furniture, worth at pre-war prices about {£200 millions, 
with an import content of perhaps £30 millions. To a large extent, moreover, 
the supply of capital for the repair of the devastations and the exhaustion of 
stock in such areas as Burma and Malaya will fall to the U.K., either directly 
or indirectly through taxes on British investment. Lastly, there is the 
import content of those exports which are necessary merely to bring total 
exports back to the pre-war level, possibly £250 millions, with an import 
content of, say, £50 millions. Though the writer would not venture an exact 
calculation, he does not doubt that the foreign exchange content of all the 
payments so far enumerated in this paragraph is of the order of {1,000 millions 
at pre-war prices. 

If it is assumed, by way of hypothesis, that post-war prices will average 
50 per cent. over 1938, then the foreign exchange required for these purposes 
may be placed at {1,500 millions. ‘But expanding « *xports are necessarily 
accompanied by expanding trade credits to foreign customers. If the average 
period for which trade credits are outstanding is ke »pt down to only two months, 
this would absorb at least a further {100 millions, and one must take account 
also of this country’s gold contribution of £80 millions under Bretton Woods. 
Altogether the claims. on foreign exchange so far enumerated thus amount 
to not less than {1,700 at post-war prices. With interest at 3} per cent., this 
would require annual remittances of {100 millions to permit redemption over 
twenty-five years. 

In addition, the Colonies, and even some of the Dominions look to this 
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country to provide capital for development. Indeed, U.K. industry would be 
greatly handicapped in expanding its exports if we were to fail to provide the 
capital needed for the development of the Commonwealth. Capital assistance 
of this nature, though fluctuating with the trade cycle, will have to be of the 
order of not less than {100 millions per annum, of which, however, half may 
be provided by the redemption of existing investments. This gives us total 
claims competing with or ranking in front of the foreign war debt of not less 
than {150 millions a year, requiring supplementary exports of the order of 
{170 millions a year. 


THE Export EQUIVALENT OF LOsT INVESTMENT INCOME AND PRE-WAR 
ADVERSE BALANCE 

During the ’thirties, this country’s exports (visible and invisible) were 
not sufficient to pay for our imports (and services received). The current 
deficit, which averaged {28 millions in those nine years, would correspond 
to about £42 millions at assumed post-war prices and require an expansion 
of exports of close on £50 millions p.a. to correct it. Since then the position 
has deteriorated inasmuch as this country has sold about one quarter of 
its foreign investments in order to acquire munitions and other war necessities, 
and the balance of probabilities points toward a reduction of a quarter in 
our pre-war income from foreign investments, say by £50 millions at pre- 
war prices. To compensate for this would require an expansion of exports 
by {80 millions to {90 millions at post-war prices. Thus, the task of balancing 
the current foreign exchange account would alone require an expansion of 
exports (allowing for an accompanying increase of income from shipping) 
by more than £130 millions a year.* 


ToTAL ExporT EXPANSION REQUIRED 
The post-war foreign exchange requirements set out above and their 
export equivalent, translated into “the form of equal instalments over twenty- 
five years, can be summarized as follows, still assuming post-war prices 
averaging 50 per cent. over 1938 : 


Foreign 
Exchange Export 
Requirements Equivalent 
fm. {m. 
1) Eliminating pre-war deficit and compensating for income lost 
from foreign investments sold re sis 115 135 
2) Rehabilitation and related payments (commercialized at an 
interest rate of 34 percent. perannum) .. o 150 170 
(3) New foreign war debts (excluding any Lease-Lend liability) 
interest at 
I percent. .. es . a oe i , 160 [55 
24 per cent. .. a ‘ ~ wa = 190 220 
1) Total annual instalments with interest on war debt at 
I percent. .. a és ae 425 490 
2% per cent. .. ie Pa oe sia ane én 455 525 


Before this war, during the fairly prosperous period 1935/38, British 





* Ignoring for the sake of simplicity possible changes in the foreign exchange income provided 
by the various services, as e.g. from transport for third countries, from banking, insurances, 
brokerage and tourism 
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exports of domestic produce were of the order of £465 millions a year, equivalent 
to £700 millions at assumed post-war prices. To meet the claims enumerated 
in the table would thus call for an immediate expansion of exports by no less 
than 70 per cent. above the pre-war level if interest on foreign debts is taken 
at only 1 per cent. This is obviously quite an unrealistic proposition. In 
the long run economic expansion takes place only by small degrees, the rates 
of expansion being of the order of 2 or 3 per cent. per annum at compound 
interest over the average of long periods, or at a rate of compound interest 
which itself declines slightly every year. It is, therefore, more realistic to 
transform equal annual instalments into instalments which rise gradually, 
as would in fact take place if, failing to attain an immediate expansion of 
exports over pre-war by 70 per cent, arrears were to pile up to be paid off 
with accumulated interest, say at 3} per cent. p.a., in later years. Im order 
to cope with the magnitudes as enumerated above and clear off within 25 years 
all arrears or intermediate loans, the latter bearing interest at 34 per cent., exports 
should expand from their pre-war level at post-war prices at an average rate, 
year by year, of approximately 4.8 per cent. at compound interest of 34 per cent. 

The estimates from which this figure has been derived, may be here and 
there too high or too low. They are in particular too low inasmuch as they 
overlook the foreign exchange equivalent of the expansion in industry that 
will be necessary to provide the goods for the required expansion of exports. 
However, if the foreign exchange costs of this war remain as haphazardly 
distributed as at present, and the nation aspired to pay off over 25 years 
the heavy share having fallen to it so far, an expansion of exports over the 
pre-war level of something like 44 per cent. to 5 per cent. every year at compound 


interest would be called for. 
Such an average rate of expansion assumes not only an average increase 


over years, irrespective of short-term fluctuation, but also an equal spread 
of exports over the different industries. The latter is most unlikely as certain 
old and important industries hold out little hope for a vigorous expansion 
of exports. The remaining industries and new industries would, therefore, 
need a steady export expansion of much more than 5 per cent. per annum. 
In any discussion of the possibilities, too, it has to be remembered that this 
country’s population is no longer growing and is likely to show an actual 
decline over the next thirty years.t Moreover, economic activity cannot 
keep on expanding without some rise in the standard of livi ing 

We are now in a position to get the problem in perspe ctive. Even on the 
assumption that conditions after the war will be as favourable to the expansion 
of British exports as they were in the period before 1914, one could hardly 
reckon with a growth over the next twenty-five years at the rate of much more 
than 14 per cent. per annum, or at the very most of 2 per cent. per annum, at 
compound interest. Yet such a rate of expansion, as has been shown, is less 
than half of the required rate of growth needed, according to our calculations. 
It is left to the reader to take his pencil and to strike off those items to which 
he would accord a low priority rating. Even the period of redemption may 
be included in a Te-consideration. 








+t An estimate made — ‘r the egis a the Le -ague ot Nations ogre. a population roughly 
stationary at just over {50 millions until 1955, declining thereafter to 48.2 millions in 1965 and 


40.8 millions in 1970 
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What is an “Equilibrium ” Rate ? 
By G. A. Bauer 


OR a nation, can anything be more perfidious than the desire to have 
Preconomic contact with other countries? If our prices are low, we are 

obviously bent on cutting our competitors’ throat ; if our prices are high, 
we must be trying to exploit others through our better terms of trade. An 
export surplus can only betray a subversive attempt to ‘‘ export unemploy- 
ment ’’ while an import surplus shows a natural desire “ to live at the expense 
of the rest of the world.’”” The whole basis of the Bretton Woods scheme, of 
course, is an attempt to maintain a happy medium between these two extremes 
by fixing “ equilibrium ”’ rates of exchange for all member countries. Yet 
an equilibrium rate is extremely difficult to define and some people might 
even question whether in practice such a rate can always be found.* 

Theoretically, it is true, there must always be a set of prices or exchange 
rates which will equate demand and supply for the trade balance. But the 
demand for a country’s products may well assume a form that would set 
a limit to the total value of foreign currencies which its export could fetch, 
whatever it chooses to sell, at high or low prices. Now, if this country’s 
international financial obligations on current account (service on loans or, 
perhaps, reparations) are fixed in terms of foreign currencies, its merchandise 
exports may never be sufficient to equate the balance of payments even if 
imports could be reduced to nil. Or when there are no important financial 
items, the “equilibrium ”’ of the trade balance can perhaps be found, but 
only at a quite prohibitive exchange rate.t If imports consist of essential 
foodstuffs or raw materials, if the cost of exports and imports are closely 
connected and wages linked to the cost of living, as in Britain, to rely on 
automatic price adjustme nts would be disastrous. Gold movements, shifts 
in relative incomes, price or parity changes can, therefore, no longer be relied 
on to re-establish “international equilibrium” automatically. Balance 
must perforce be maintained by direct interference. 

Under these conditions, international agreements lose their meaning. 
Any undertaking covering exchange rates, non-discrimination, tariffs or 
subsidies may be nullified by other measures. Who is to stop us from giving 
preferential treatment to whole sections of industry which mostly supply 
the export market or which compete with substantial imports ? Are we under 
any obligation to discourage discriminating monopolists charging different 
prices in the home and foreign markets, thus collecting their export subsidies 
direct from the home consumer? Denmark found it easy to make special 





*In our view, the concept of an equilibrium rate is a useful one and many situations will 
arise in which a moderate devaluation will be indicated as the correct response to changes in 
wage and cost structure of different countries. But Mr. Bauer raises many interesting points 
which serve to illustrate the complexity of the task awaiting the managers of the International 
Monetary Fund.—Ed : THE BANKER. 

+ By “ prohibitive ’’ is doubtless meant an exchange rate at which the terms of trade are 
highly unfavourable to the country concerned. The question whether external relations are 
or are not desirable then depends on whether the investment financed by the foreign loans is 
or is not sufficiently productive to make worth while the export of a large quantity of goods 
in payment of the service on the foreign loans.—Ed: THE BANKER. 
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concessions to Britain after 1931 for, though the price of Danish butter was 
the same to all foreign buyers, the bulk of it went to the British market. 
We only have to think of special credit facilities given to importers of German 
and Italian goods, of our differential transport charges, credit guarantees 
and the endless array of disguised subsidies of all sorts. Taxation itself can 
be most effective : an increased tax on wages coupled with suitable tax relief 
to industry is almost identical with a cut in wage rates or exchange depreciation. 
Tariffs and direct subsidies, too, are not likely to leave the scene for some 
time tocome. Insuch conditions, exchange rates are of secondary importance. 

Let us suppose that trade is opened up between two areas. How are the 
initial parities to be chosen ? If it is accepted that “‘ equilibrium rates ”’ do 
not exist, the problem is reduced to finding a set of convenient rates which 
can be maintained over a period, i.e. which would enable the countries to 
steer clear of fundamental disequilibria. It is generally agreed that until 
the volume of international trade and every country’s international liquid 
reserves increase sufficiently to cope with possible short-term capital move- 
ments, these would have to be controlled. Any set of exchange rates may 
be jeopardized otherwise. Such control itself will be no easy ‘task in view 
of the unprecedented wartime increase in national liquidity. And even so, 
speculation may not be entirely absent : if depre ciation of the home currency 
is expected, exports will be postponed for as long as possible and imports 
increased. That only precipitates devaluation. But given stable inter- 
national political conditions, the question of parities is admittedly unlikely 
to be complicated on this account. 

Should parities be linked to some form of comparative index ? Fluctuating 
exchange rates are clearly undesirable ; parities should, therefore, only be 
changed after the index had moved a certain number of points. Further- 
more, if a country prefers (and is able) to maintain the old rates, it is not likely 
to be forced to change. Can such an index be found ? Let us consider parities 
based on a comparative index of (say) wholesale prices, of the general price 
level, the cost of living index, the price level of exports and imports, or some 
general index of costs. None of these can be accepted without making im- 
portant adjustments for the financial items entering into the balance of 
payments. These are not likely to. vary as the individual indices move up 
and down; adjustments will, therefore, be very awkward and crossrates 
may become untenable. None of these indices take fully into account con- 
ditions on international markets. For example, a fall in the value of the 
milreis may enable Brazil to increase the value of its cotton sales abroad, but 
the value of its coffee exports is likely to decline in terms of foreign currencies. 
Similarly, Bolivia may find an increase in the price of her tin exports more 
advantageous. Indices representing relative supply positions may, therefore, 
indicate lower exchange rates when the nature of the international market 
is such that a higher parity may be easier to enforce. 

l'wo further observations should be added. The results of the depreciation 
games played in the early ‘thirties seem to prove that export and import 
prices do not follow a change of parities in the same proportions. But it is 
perhaps also true that the importance of supply prices is often exaggerated. 
In all but the important international staple commodities, capturing and 
holding a market may in practice be just as important as quotations. The 
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effectiveness of “‘ aggressive selling ’’ cannot be anticipated in index numbers. 
The successful export drive in Czech fancy goods in the United States (generally 
considered a very difficult market) may prove a valuable study to those 
concerned with the future of British exports. The other complication is 
on the side of the demand. The proportion of imports to national income 
varies a great deal from country to country and there is no reason to suppose 
that, as the comparative indices move in unison, the volume of exports and 
imports can easily be kept in step. And since the proportions themselves 
may change as the national incomes change, we can easily see that the indices 
may, at their best, indicate where we have got to, but will not guide us in 
our future moves. 

In order to avoid an endless discussion whether parities determine prices 
or prices parities, there is only one convenient way to find the initial exchange 
rates: by asking the individual governments what rates they would be 
prepared to enforce. There might be difficulties ; some suggested rates may 
be incompatible with others and there may be countries unable to enforce 
any set of rates without further assistance. But allowing for these adjust- 
ments, it is fairly clear that a very wide range of possible parities could be 
maintained for a while. The choice of the rates will be greatly influenced 
by the values of the currencies prior to stabilization which, in turn, strongly 
reflect the character of the immediate post-war international intercourse. 
The situation will not be normal ; but the somewhat arbitrary choice of the 
initial parities is far less important then the partial scrapping and reconstruc- 
tion of the whole economic system. Without a general agreement on the 
outlines of the economic development of the world, any established relationship 
between national currencies becomes a farce. If a government is able to 
introduce internal measures which produce the same results as a change of 
parity, one must have assurances that it will not do so. 

The same considerations apply to subsequent changes of the original 
parities. Naturally, there are “fundamental disequilibria’’ of a purely 
monetary character. If, for example, relative wages and prices rise in the 
same proportion, a corresponding devaluation would be the easiest way of 
restoring the status quo. Where, on the other hand, incomes and prices 
do not move in the same ratio, no simple formula can be relied on.{ Adjusting 
parities in the case of a fundamental disequilibrium is relatively simple. If 
adjustment is at all possible, it is likely to be within certain determined limits 
of the previous rate. When the nature of the changes in the supply and 
demand positions is known, the new parity will easily be found. The main 
difficulty again lies in being able to maintain the new rate. If efficiency 
increases faster in some countries than in others, the effect is likely to be 
cumulative and one devaluation must follow another. Under these circum- 
stances, no exchange rates can be maintained while the technical superiority 
of some countries remains isolated. The need for equilibrium resolves itself 
into the need for substantial and continuous export surpluses which, in the 








{ Supposing, for example, there is an increase in the relative productivity per head (indicating 
a relative increase in employment or efficiency) in a particular country and that consequently 
relative money incomes rise compared with relative prices. If parities are kept in line with the 
relative price levels, there will be an increased demand for more imports owing to higher earnings. 
If the rise in wages is offset by depreciation, imports may remain unchanged, but exports will 
increase due to the fall in their foreign prices. 
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form of long-term loans, will enable other countries to keep pace with them. 

The significance of long-term loans is that they may enable the borrowing 
country to increase its productivity faster than it could do if it had to re ly 
on its own resources. The loan may take the form of direct exports of capital 
goods ; or it may consist of consumables which enable the borrowing country 
to divert its own output to capital construction. It may represent a credit 
to the backward country with which to pay for capital purchases made in 
third countries. The duties of a creditor nation depend entirely on relative 
productivity ; it should lend and go on lending until repayment will not 
create difficulties, but will become economically desirable. 

The duties of the borrowing country need not be circumscribed by con- 
ditions of budgetary equilibrium. The success of the investments can only 
be measured by actual physical capital formation and increased productivity. 
The long-term loans should not only generate productive investments, they 
must be designed to be employ ment-creating where there is surplus labour 
and labour saving if there is full employment. Finally, their careful timing 
might do a great deal in evening out the international trade cycle. For, as 
long as any major country is subject to cyc lical fluctuations which it is unable 
to damp, international trade is bound to be affected—and since international 
liquid reserves are not available on a scale necessary to tide over the wave, 
parities are bound to suffer. Long-term international loans could narrow 
the gap between the rates of technical progress in various countries and, 
in the short run, maintain the volume of international trade at an even rate. 

Our conclusions can now be summarized. Equilibrium exchange rates 
do not exist, but there is a wide range of parities which can be enforced for 
a short time. The choice of these initial parities is meaningless without 
some general agreement on the outlines of the future economic development 
in the world. But as long as there are different rates of progress in different 
countries, parities cannot be maintained without large scale international 
loans. These loans may not always ensure the maintenance of the same 
parity, but, without them, exchange stability will not be possible. 





The Bank of England Guard 


NE pleasant sign of returning normality was the mounting of the Bank 
of England Guard on September 6 by the Brigade of Guards for the 
first time since the outbreak of war. In wartime, there has been no 
‘March to the Bank,” the guard having been converted into a day and night 
guard and the duties taken over first by the Honourable Artillery Company 
and subsequently by the Military Police. Now, once again the familiar 
spectacle may be seen towards dusk each evening of 24 “Guardsmen with 
fixed bayonets, led by an Officer, marching towards the Bank of England 
to protect it during the night. Only as privileged troops, it may be noted, 
are they allowed to carry fixed bayonets past the Mansion House. 
Like nearly all old-established institutions in this country, the Bank Guard 
has become popular and a source of pride, though it arose out of a scarcely 
creditable incident in our history—the Gordon riots—and in early days was 
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distinctly unpopular. The Gordon riots, led by the eccentric Lord George 
Gordon, were an expression of the indignation felt by the Protestants against 
an Act of 1768, which granted certain measures of tolerance to the Roman 
Catholics. The riots caused some perturbation in London. As Boswell, 
in his “ Life of Johnson,” has it, “... the tranquility of the metropolis 
of Great Britain was unexpectedly disturbed by the most horrid series of 
outrages that ever disgraced a civilized country,” and “ the attempt (to repeal 
the Act) was accompanied and followed by such daring violence as is un- 
exampled in history.’’ Mobs paraded the streets, armed with all types of 
weapons. They started by burning down the houses of Catholics, but soon 
began plundering and burning, and when, in their destructive progress through 
the City, they burnt down Newgate Prison and an attack on the Bank seemed 
imminent, the Lord Mayor appealed to the Government to supply a force 
of Horse and Foot Guards to assist in its defence. This force was provided 
and supplemented by a band of volunteers of London citizens. 

Two attacks on the Bank are recorded, one of which was led by a “‘ brewer's 
dray-man bestriding a horse caparisoned with chains filched from Newgate.’ 
These attacks were dispersed by the military. “ The rioters attempted the 
Bank on Wednesday night, but in no great number and . . . with no great 
resolution. . . It is agreed that if they had seized the Bank on Tuesday, 
at the height of the panic, when no resistance had been prepared, they might 
have carried irrecoverably away whatever they had found,” writes Dr. John- 
son. A few days later, Lord George Gordon was arrested and order once 
more restored to the City, but nevertheless it seemed expedient that a 
permanent military guard should be established at the Bank. Of the 534 
soldiers who de fended the Bank during the riots, only 50 were stationed 
inside the building, and it was decided that a similar military force would 
provide a sufficient guard for the future. Although further reduced in 
number, the nightly Guard has been continuous, with the exception that, 
until 1847, it was withdrawn at the time of the City Elections in accordance 
with an ancient Act which forced all troops quartered in the City to be moved 
two miles beyond the boundary. The Bank would then be patrolled at 
night by a volunteer band of clerks and watchmen. 

The Directors were solicitous as to the welfare of the Guard, and provided 
greatcoats, blankets and an allowance of bread, cheese and beer for the 
soldiers. In 1792, it was decided to substitute an allowance in cash, as the 
soldiers had begun to complain about the quantity and quality of the food 
and drink provided. Until 1821, dinner and wine for the Officer was brought 
from the King’s Head Tavern, but in that year the Directors established 
a wine cellar, so that from then the port or sherry came from the Bank’s 
vaults. Nowadays the dinner is also prepared by the Bank. The Officer 
on duty was allowed to invite two guests to dine and spend the evening with 
him at the Bank. 

The newly-formed Bank Guard was at first unpopular in the City. The 
Corporation disliked it as they felt that a military guard supplied by the 
Government was a slight on their control of the City. The public disliked 
it because the Guard marched two abreast from Wellington Barracks all 
through the crowded streets of the Strand, Fleet Street and Cheapside and 
“jostled all who were in the way.’ A cartoon—‘‘ A March to the Bank,’ 
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by Gillray—published in 1787, shows the Bank Guard marching with fixed, 
expressionless faces, while the citizens of London, in utter confusion of limbs, 
bags, and baggages, sprawl under their feet. Their dislike of the Guard 
was so intense that the Lord Mayor and Aldermen made several attempts 
to have it abolished. After frequent fruitless petitions to the Directors, they 
tried the method of personal intervention. In 1790, the Lord Mayor, with 
some attendants, met the Guard in Ludgate Hill to confront it in person, 
“but, on making his remonstrance, he was shoved off the footway by the 
Commanding Officer, without any further ceremony.’”’ It was not until the 
Bank threatened to remove outside the City to Somerset House that the 
complaints against the Guard ceased, the episode concluding by the soldiers 
being ordered to walk in the roadway and leave the footpath for the citizens. 

On occasions when disturbances, riots, etc., were expected, special pre- 
cautions were taken to safeguard the Bank. In 1830, for example, there was 
a general spirit of unrest in the country—the Dorset labourers were on the 
march, and it seemed as if anything might happen. The Deputy Accountant 
of the Bank proposed “that a quantity of paving stones, each weighing 
about 12 Ib. . . . be deposited at the top of this house as a defence against 
any attack by the mob.” This suggestion was not accepted, although on 
several similar occasions a guard of soldiers was stationed at the Bank during 
the day, and during the Chartist riots—according to an article by a former 
Bank clerk on his grandfather’s reminiscences—the Deputy Accountant’s 
idea seems to have been put into effect. This article says “ a stage or balcony 
was constructed over Princes Street doorway, and on this platform was stored 
a supply of stones and missles to be dropped or thrown on the rioters. These, 
however, were not needed, as the Duke of Wellington placed soldiers in 
different strategical positions in the City and completely outwitted and out- 
manceuvred the rioters.”’ 

The last occasion on which the Bank Guard was reinforced was in 1831, 
after the rejection of the second Reform Bill. Since then, history does not 
record any alarums and excursions involving the Bank Guard, and we have 
to assume that its function has been passive, though not necessarily un- 
important. For—as a letter from the Directors, written in 1789, has it— 
“they (the Directors) had great reason to believe it (the Guard) was highly 
approved in foreign countries and there considered a great Security to the 
property of the Stockholders, who deemed a Guard, established by the King’s 
Own Guard, as a greater security than any private Guard, and that the 
majority of the proprietors appeared to be pleased with it.” 


British Banks in Singapore 
Information has been received that branches of the following banks are opening 
for new business at the beginning of October: Chartered Bank of India, Australia 
and China; Hongkong & Shanghai Banking Corporation; Mercantile Bank of India; 
Eastern Bank; National City Bank of New York. 
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Taxation and Business Financing 


A. Proposal 
By Edward Charles 


T is natural that at this stage the relation between taxation and business 

financing should be very much to the fore. On the one hand taxation 

is still at wartime peak level, and though it may come down somewhat 
no one can foresee the possibility of any really drastic changes in the near 
future. On the other, industry, which insofar as it was operating on Govern- 
ment account, could always obtain governmental or government-sponsored 
finance to meet its needs, now has to prepare for peacetime production and 
in the process to contemplate a great deal of re-equipment. 

The late Chancellor introduced some very substantial modifications, in 
industry’s favour, in the system of allowances for depreciation and obsolescence 
of plant, machinery and buildings. These concessions have been widely 
welcomed, but criticism fastens especially on one point. They are based 
upon the “ accounting principle ’—they allow the business to recoup, over 
a period, its expenditure on these items before it is considered to be earning 
a profit on which income tax is levied. But in times of rising prices this 
will not permit the replacement of the equipment concerned. Besides, 
modern plant may be more complicated and more expensive than the old. 
To maintain and modernize itself, therefore, a concern may need more than 
the replacement of the cash value of its original installations. 

Therefore, runs the argument, it would be desirable to find some way 
in which profits which are ploughed back into the business should not be 
subject to income tax at the full rate, let alone be skimmed away altogether 
by 100 per cent. E.P.T. This purely practical and, so far as it goes, very 
reasonable care to facilitate the financing of improvements is often reinforced 
by a very different claim. Tax, it is suggested, is, or if it is not should be, 
intended to fall upon income consumed, i.e. the personal drawing out of the 
national income. In the case of money which is not spent but invested, the 
recipient is not using any part of the national income for himself, but, on 
the contrary, making it available to the economic system as a whole to increase 
future productivity. Accordingly, tax ought not to be levied. 

Now this claim is not really tenable even on a ground of principle, for it 
suggests that a man who saves his income derives no benefit from it (apart 
from the interest which itself is taxed as income). This is untrue, since the 
savings give power and security : property, so far from being a purely altruistic 
affair, is a major source of satisfaction. Furthermore, if income saved were 
not to be taxed, savings liquidated for consumption would have to be taxed 
instead. Therefore, the principle of the Inland Revenue is, very rightly, 
to tax income as such. 

In its application to the profits of companies this claim immediately shows 
that the maintenance of the “ accounting principle’ is a matter of equity. 
For while a company may not distribute its profits the shareholders may still 
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spend them. Whether or not it distributes bonus shares is irrelevant. If 
the money is retained, the value of the equity is increased, together with 
future profits: and existing shareholders may liquidate a proportion of their 
holdings to meet their living expenses and yet not trench upon their capital. 
The principle is well understood by sur-tax payers who, just because this 
tax cannot be levied upon anything except personally accruing income, 
prefer to invest in companies which plough back a good proportion of their 
profits. And in terms of fairness between persons it is not in the least affected 
by the fact that the company requires the undistributed profit to pay for more 
expensive or improved machinery. On the average, though not in every 
individual case, the more expensive machinery can be expected to earn 
increased money profits in proportion to its increased cost. And the taxation 
system, to be fair to all, can only consider the maintenance of money my 
and money incomes. If prices are rising the scales are in any case tipped i 
favour of the holders of equities and real property ; and it must be the duty 
of the Government rather to readjust them than to weigh them down still 
further. 

Can nothing then be done? It is the purpose of this article to suggest 
that it can. The present system is satisfactory on grounds of equity, but not 
on grounds of industrial finance. The solution must, therefore, be one which 
makes earnings available to finance business requirements, while leaving 
unchanged their allocation as between Government and shareholders. 

W hy should not this be arranged by permitting E.P.T. and the tax on 
the retained proportion of profits to be paid in some form of interest-bearing 
obligation ? The business would thus be left with the cash and would be 
spared the necessity for further appeals to the capital market : only the corre- 
sponding proportion of its earnings would subsequently accrue to the Exchequer 
instead of the shareholder. The exact form of the obligation would require 
much thought. It could not be a debenture, because this would affect the 
credit-worthiness of the business. In some ways a share in the equity would 
be best, since it could avoid the creation of fixed interest burdens: but it 
would, of course, raise difficult questions of valuation, and would necessarily 
imply that some department of Government would acquire a measure of 
voting control of the business—a development which some might consider 
very healthy and others disastrous. Alternatively, some kind of non- voting 
preference shares might be issued, under statutorily defined conditions in 
relation to priority of right vis-a-vis creditors and shareholders respectively. 

From the point of view of the Exchequer, it is difficult to see any objection 
to such a scheme, which in relation to E.P.T. would have, from an appointed 
day, to be applied retrospectively. The Exchequer would find itself lending 
to a cross-section of industry ; and while the strongest firms might not choose 
to take advantage of such facilities, there is no reason why the = whole process 
should not be profitable provided the terms of the obligations were suitably 
determined. If the Treasury required the cash it would, of course, borrow 
on an appropriate scale, secure in the knowledge that it held revenue-producing 
assets to set against these borrowings and was adding nothing to the dead- 
weight debt or the burden of its service on future budgets. 

Such an arrangement would not, of course, add anything to the net savings 
of the country, It would not assist in this aspect of the problem which will 
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face us in the next few years of meeting all demands for capital without 
inflation, nor aggravate the subseque nt peg ms of finding adequate invest- 
ment outlets for the community’s savings as determined by the “ propensity 
to save ’’ and the income level mecuianel with full employment. It is purely 
a technical financial proposal ; in effect a means of consolidating a number 
of small demands for capital, arbitrarily taken to be the tax on retained earn- 
ings, and issuing Government stock to meet them. Actually, if useful in 
this way, it would facilitate real investment, and thus have the opposite effect. 

A rather similar system might be applied in relation to the death duties 
on primarily agricultural estates, or others consisting mainly of assets in 
private businesses, and thus avoid the damaging effect which they have at 
present in drawing off capital from such unde rtakings or enforcing the splitting- 
up of a going concern. While an estate consisting mainly of Stock Exchange 
securities can meet these duties by the sale of an appropriate proportion of 
the assets, a landlord, independent farmer, or businessman having a private 
business, partnership or even a private limited company, cannot. They 
are compelled either to provide for death duties by insurance or the accumula- 
tion of liquid capital in saleable securities (which might well have been better 
invested in the business), or to anticipate that their heirs will have to sell 
off part of the estate or farm or to negotiate the part-disposal of the business. 
If the Revenue could accept a share in such properties in satisfaction of its 
claims, these evil consequences would be avoided. 

Evidently the suggestions in this article are new and unconventional. 
But many other new and unconventional things have been done and will 
have to be done to meet the changing requirements of economic and social 
conditions. A scheme such as that outlined above would be in no way 
revolutionary ; in itself it would not affect the present structure of business 
though it might facilitate its evolution in accordance with modern ideas. 
One would expect such a proposal to have some particular appeal to the 
present Chancellor, as a means of stimulating business efficiency without 
making ‘‘concessions ”’ that would raise difficulties on political grounds. 
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Banking and Finance in Palestine 
By Dr. Kurt Grunwald 


S a result of the four-fold expansion in deposits during the war with only 

a limited rise in advances, the Palestinian banking institutions are 

entering the post-war period with increased resources and in a highly 
liquid position. The local banks’ own resources more than doubled between 
December 1939 and December 1944, viz. from {£P.2,058,c00 (£P.1,695,000 
capital and £P.363,000 of open reserves) to £P.4,271,000 (£P.3,257,000 and 
£P.1,013,000 capite al and reserves re spectively). By the end of 1945 this 
figure is likely to exceed £P.5 millions for the twenty odd local banks. While 
all of these banks were able to strengthen their resources to some degree, 
three institutions particularly have undergone a remarkable deve lopment, 
namely the Arab Bank, the Arab National “Bank and the Palestine Discount 
Bank. The Avab Bank succeeded in increasing its capital from {£P.105,000 
at the beginning of the war to £P.550,000 by the end of 1944, and probably 
to £P.1 million during 1945. Re ‘serves simultaneously increased from 
£P.35,000 to £P.450, 000 and will be around £P.g00,000 by the end of 1945 
owing to the premium paid on the new issue of shares. The registered capital 
of the Arab National Bank was increased from £P.200,000 (paid up £P.109,000) 
in 1939 to £P.1 million (p.u. £P.570,000) in 1944, and reserves from about 
£P.15,000 to £P.123,000. The Palestine Discount Bank’s pre-war capital 
of £P.60,000 had risen to £P.450,000 in 1944. Another £P.250,000 were 
issued in 1945, apparently at a premium of 4o per cent., which premium will 
bring reserves up to £P.160,000. 

The transformation of the Arab economy from a feudalistic into a financial- 
capitalistic one, as reflected in the development of the two Arab banks, is 
certainly one of the most interesting war developments. It is too early to 
gauge or forecast its full effect on the economic and political life of the Middle 
East. At present it is the so-called foreign banks, i.e. Barclays Bank (D.C. & O.) 
and Ottoman Bank whose business is most competitive with that of the 
Arab institutions. This is clearly brought out by the latter’s share in the 
total credits, which continue to increase rapidly. In the first quarter of 
1945 alone the increase was {£P.2,323,000 against £P.3,508,000 in 1944 and 
£P.2 2,086,000 in 1943. 

This increase in credits seems partly explained as reflecting the gradual 
reversion of trade to normal channels, which also is the cause of the rapid 
increase in the bank’s liabilities connected with the opening of letters of 
credit, from £P.3,937,000 in December 1943 to £P.5,658,000 a year later 
and {P.7,07g,000 by ‘March 1945. In some cases, where accumulated profits 
were paid out to partners, banks have started again to finance current business. 
In some other cases lavish credits were granted for the purchase of bearer bonds. 
Such credits may have been of an inflationary nature, but few banks in the 
present circumstances of high liquidity and dearth of business will refuse a 
loan if ample security is available—or thought to be available. 

In the new volume of bank credits of £P.3,120,000 the three rising banks 
share with £P.2,319,000 or 74.2 per cent. (or with 63.7 per cent. in a total 
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of £P.3,508,000, if that of credit societies is included). But it must be 
remembered that in the reports of the two Arab institutions also the business 
of their Middle Eastern branches is included. 


£P. ’000 
Increase 
Bills Disct. Advances Total Credits % % 
1943 1944 1943 1944 1943 1944 Total % Bills Adv. 
Arab Bank 553 937 647 1,259 1,200 2,196 996 83 69 95 
Arab Nat. 
Bank .. 885 1,343 315 518 1,200 1,861 661 55 52 64 
Pal. Disct. 
Bank ee 106 193 601 ,266 797 1,459 662 85 S2 8? 
1,544 2,473 1,653 3,043 3,197 5,516 2,319 
Anglo-Pal 
Bank .. 267 270 2,822 3,566 3,089 3,836 747 12.4 r.0 212.6 
Total Banks 3,076 3,656 8,422 10,982 11,498 14,618 3,520 27 19 30 
Banks and 
Credit Socs. 3,209 3,835 9,987 12,870 13,196 16,704 3,508 26.5 20 29 


The Anglo-Palestine Bank also has to show a substantial increase in 
advances, though not in bills discounted. The rest of the local banks in 
their reports show an increase in credits totalling {£P.600,000/700,000, ex- 
cluding the big foreign banks which do not publish figures of their local 
business. 

In spite of this credit expansion, the ratio of total credits to total deposits 
was not more than 23.5 per cent. in December 1944 and 25.9 per cent. in 
March 1945. Deposits continued to increase, by £P.21,459,000 in 1944 
against {P.22,043,000 in 1943 and £P.9,865,000 in 1942, making a total 
to £P.75,075,000 by the end of 1944 (more than half of which, £P.37,276,000 
were held by the Anglo-Palestine Bank). Together with total currency in 
circulation, £P.41,517,000 (against £P.36, 979,000 in 1943 and £P.24,052,000 
in 1942), the total visible means of payment in the hands of the public amounted 
to almost £P.117 millions. 

Palestine’s sterling balances in London by the end of 1944 were estimated 
at {P.115 millions, an increase of about £P.94 millions during the war. No 
figures are available concerning this “ abnormal sterling balance,’’ but it is 
estimated that they include about £P.25 millions on account of holdings 
of Transjordanians, Egyptians and Syrians; H.M.F., Polish and Greek 
refugees. Another £P.23 millions represent reserves for depreciation and 
replenishment of stocks. Jewish capital imports during the war were 
{P.32 millions, which leaves a balance of £P.13,700,000 of “‘ savings.’’ This 
figure would appear rather small, but it must be kept in mind that Palestine 
during the years of 1941/44 imported goods (excluding petroleum) for 
79 million pounds, which on the basis of pre-war prices would have cost only 
29 millions, thereby losing about 50 millions. Palestine thereby was little 
more than a transit station for the large amounts spent here by the Allied 
forces. In 1943, alone the overcharge was 14 million pounds, which repre- 
sents 32 per cent. of the National outlay on commodities consumed or 17 per 
cent. of the total National outlay. These figures clearly indicate the source 
of inflation in Palestine, which was compe lled to draw over 50 per cent. of 
her imports from the high-priced Middle East and India. Even supplies 
from low-price countries, such as wheat from Canada or coal from Beira 
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were three times their pre-war cost and more when landed, owing to the high 
shipping and insurance charges. Nor should it be forgotten that Palestine 
is one of the few dollar-producing countries. The income from capital 
imports and diamond exports in 1944 approximated $20,000.000 and will 
probably reach $25,000.000 in 1945. 

In order to cope with the rehabilitation needs of the citrus industry the 
proposal has been voiced for the formation of a special Citrus Bank, to the 
capital of which the Government should contribute the £P.3,500,000 now 
oustanding as loans granted to growers to tie over the war-time emergency. 

Various financial measures have been taken to meet the considerable 
demand for mortgage credits expected to arise with the beginning of larger 
scale housing activities. The General Mortgage Bank which has on hand 
liquid funds of £P.685,000, is likely to put on the market new issues both of 
shares and debentures when the need will arise. The Mortgage and Credit 
Bank is reported to plan an increase of its share capital from £P.50,000 to 
£P.300,000, as well as the issue of debentures. For granting second mortgages 
Tefahoth Ltd. was formed with a capital of £P.100,000, with a participation 
of the General Mortgage Bank, the Jewish Agency and the Jewish Labour 
Federation. The major part of the recent debenture issues of P.A.S.A., 
R.A.S.S.C.0. and the Farmers’ Mortgage Co., together £P.300,000, will be 
received for housing loans in the rural districts. 

Other institutions formed for assisting in post-war reconstruction are 
The Industrial Trust Lid., with a capital of £P.200,000, and The Agricultural 
Trust Lid., with a capital of £P.100,000, both subscribed by the Jewish Agency 
and the Anglo-Palestine Bank Ltd. jointly. The latter being registered in 
England, no doubt, will also increase substantially its present capital as soon 
as present restrictions on capital issues will be relaxed. 

As in banking, so also in insurance, a tendency towards the development 
of local concerns has become noticeable. In addition to the four existing 
companies, the “ Hassneh,” ‘ Judea,’ “ Migdal” and “ Zion,” two new 
companies were registered—the “ Palestine African Binyan Insurance Co.” 
with a capital of £P.200,000 and the “ Arabia ” Insurance Co. with a capital 
of £P.100,000. The Arab National Bank is said to contemplate the formation 
of an insurance company with a capital of £P.300,000. 

Since the relaxation of the restrictions a year ago, about twelve shares 
or debenture issues were introduced on the market, totalling about 
£P.2 millions. The share issues of local industrial concerns, mainly 4 per cent. 
participating preference shares, were heavily over-subscribed, while the 
reaction to the debenture issues was lukewarm, as they did not offer the 
“inflation hedge ’’ which the public sees in industrial equities. Practically 
all the issues were launched by an underwriting syndicate, headed by the 
Anglo-Palestine Bank. The latter has recently formed the A.P.B. Investment 
Trust Company with a capital of {P.100,000 of ordinary shares, all held by 
A.P.B., as well as £P.200,000 of Preference Shares and £P.300,000 of de- 
bentures for sales to the public. The first Palestinian Investment Trust 
P.I.A. (Palestine Independent Trust) now has participations totalling 
£P.365,000. 

At the same time Government has placed on the market a total of 
£P.5 millions of Bearer (Premium) Bonds. Following the successful placing 
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of a first issue of one million pounds in October 1944, a second issue was six 
times over-subscribed in February 1945. Thereupon Government placed a 
third issue of £P.3 millions in May, with fewer prizes, but higher ones, the 
first being £P.5,000 instead of £P.1,000. A third of this issue was allegedly 
bought up by neighbouring countries. In contrast to the success of the 
Bearer Bond issues, other War Savings move very slowly. They totalled 
£P.1,334,000 by the end of June. 

The total of shares and securities now dealt in by the Tel-Aviv Clearing 
House amounts to about £P.10 millions. 

Gold prices, contrary to what might have been expected, rose rapidly 
after VE. Day, viz. from £P.4.970 per sovereign at the end of April to £P.6.520 
by the end of May, but dropped to £P.5.640 by the end of June. Heavy losses 
were incurred by some speculators, se dling forward a la baisse. On the whole, 
Palestine is only a transit market for gold and prices are determined by those 
paid in Greece and Italy. The extent of investment activity can best be 
gauged from the companies register. In 1944 net total new capital was 
{P.8,891,000 against £P.5,198,000 in 1943 and £P.2,517,000 in 1942. A 
new record will be reached in 1945, in the first five months of which new 
capital totalled £P.5,537,000. 

Employment hes been maintained at a fairly stable level, although employ- 
ment with or for the Forces has declined by over 50 per cent. since the peak 
in 1942, involving the displacement and re-employment of tens of thousands 
of persons. 

The financial year 1944/45 closed with a deficit of £P.g19,000. Expendi- 
ture, at £P.18,346,0c0, included £P.5 millions for subsidies on essential 
commodities. Income Tax contributed £P.2,500,000 to the total revenues 
of £P.17,426,000. Additional taxation to meet an anticipated deficit of 
£P.2 millions includes a war tax of Io per cent. to be imposed on profits in 
excess of {P.250 by compan. lies and co-operative societies, in addition to the 
income tax of 25 per cent. ; some increases in excise duties on drinks and 
tobacco and a cess on razors and lighters. <A tax on profits made on Land 
Sales is still under consideration. E *xpenditure in the current year, however 
will still be decreasing owing to the gradual decontrol which has set in since 
VE. Day. Prices, however, have not yet responded to the improved supply 
position and are unlikely to do so, as long as essential commodities cannot 
be obtained in larger quantities from abroad, i.e. from outside the Middle 
East. Without such cheaper supplies no decisive progress can be made 
in the country’s post-war adjustments. 





Appointments and Retirements 


British Linen Bank —Head Office: Mr. Andrew Philip Anderson, deputy 
manager at London Office, has been appointed superintendent of branches. 
London Office: Mr. James Spark Stiven, assistant manager at Glasgow office, 
has been appointed joint manager at London office along with Mr. C. K. 
Jordan, the present manager. Glasgow Office: Mr. Adam Oliver Hall, joint 
agent at Perth branch, has been appointed assistant manager at Glasgow 
office, in succession to Mr. Stiven. Perth: Mr. John Paterson Sutherland, 
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agent at Fort William, succeeds Mr. Hall as joint agent at Perth. Fort William : 
Mr. Harry Kittles, teller at Kirkcaldy, has been appointed agent at Fort 
William in succession to Mr. Sutherland. Balfron and Killearn: Mr. John 
l. Michie, agent, retires, and is succeeded by Mr. David Edward Brewster, 
hitherto agent at Girvan. 

Lloyds Bank—wr. W. L. J. Clarke, formerly sub-manager, Aldwych, W.C., 
has been appointed for special work under the general managers. Executor 
and Trustee Department, E.C. (at Ewhurst) : Mr. J. Shepley, from the Bristol 
branch of the department, to be assistant manager. Ditto, Bournemouth : 
Mr. H. J. Drew, from the chief office of the department (at Ewhurst) to be 
sub-manager. Ditto, Bristol: Mr. G. W. Smith, of the Bristol -branch of 
the department, to be sub-manager. Ditto, Exeter: Mr. R. W. Innalls, from 
the West End branch of the department, to be sub-manager. Dutto, West 
End (Albemarle Street, W.): Mr. C. V. Richards, from the Bournemouth 
branch of the department, to be sub-manager. Burford: Mr. D. G. Fowler, 
from Oxford, to be manager in succession to Mr. S. J. Douglas, retired. 
Canterbury: Mr. P. Jackling, O.B.E., is retiring after 48 years’ service ; 
Mr. H. B. Jones, M.C., joint manager, to be sole manager. Finchley Road, 
V.W.: Mr. F. Brackfield, hitherto acting manager, to be manager. Gosford 
Green, Coventry. Mr. ©. Smith has returned from the Forces and resumed 
his duties as manager. Gosport: Mr. G. B. Everest, formerly manager of 
Western Road, Brighton, who has returned from the Forces, to be manager 
on the approaching retirement of Mr. A. T. Bush, owing to ill-health, after 
$4 years’ service. Northampton: Mr. W. S. Neville, from Rugby, to bi 
sub-manager. Lewkeshbury. Mr. C. R. Leech, from Northampton, to be 
manager on the approaching retirement of Mr. H. R. Lodge after 49 vears’ 
service. 

Martins Bank—£xeter—Mr. T. S. Collinge has been appointed manager 
following his release from H.M. Forces. Huddersfield, Market Place: Mr. 
S. C. Owen, hitherto manager of Miles Platting, has been appointed manager 
in succession to Mr. G. Tomlinson, retired. Liverpool, Garston: Mr. T. H. 
Kinder, who, prior to joining H.M. Forces, was manager of Exeter branch, 
has been appointed manager in succession to Mr. A. E. Shaw, retired. Mzles 
Platting: Mr. J. Chadwick, formerly assistant manager at Bolton, has been 
appointed manager, following the promotion of Mr. S. C. Owen, as above. 
National Provincial Bank—Mr. H. VY. Flather, manager, Bradford 
District Bank Office, Bradford, has been appointed a joint general manager. 
North of Scotland Bank—Head Office : Mr. Robert W. Watt, Head Office 
manager, retires on November 6 next, after long and valued service ; Mr. 
James G. Hunter, meantime agent at Banff, succeeds Mr. Watt as Head Office 
manager. Banff: Mr. Alexander Sutherland, agent at Nairn branch, has 
been appointed agent. Nairn: Mr. George B. S. Duncan, accountant at 
Golspie, succeeds Mr. Sutherland as agent at Nairn. Golspie: Mr. William 
Webster, accountant at Saltoun Square, Fraserburgh, has been appointed 
accountant at Golspie. 

Westminster Bank—The Rt. Hon. Viscount Cranborne has been re- 
appointed a director. Viscount Cranborne was formerly a director until 
1935, when he resigned to accept an appointment in H.M, Government. 
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STANDARD BANK OF SOUTH AFRICA 


IMPROVED RESULTS 
SIR DOUGAL O. MALCOLM’S STATEMENT 


and thirty-second £3,000,000 since March 31, 1937 In: view of 

| meeting of the Standard the fact that the deposit, current and other 

\frica, Ltd., was held accounts have increased largely since that 

» Clement's Lane, London date, it has been deemed desirable to raise 
Orme Malcolm, K.C.M.G the amount of the reserve fund 


PROFIT ANI LOSS ACCOUNT 


furning to the profit and loss account it 
will be seen that the balance of profit after 
vn oin-s the making an appropriation to contingencies 
31 ist The con account amounts to /4557,80 as against 
iquid funds in South Africa £507,351 at March 31, 10944 faking into 
m deposit, current and account the amount of /191,186 brought 
mpared with the forward from last year there is 4748,993 for 
further rise of disposal The interim dividend of 5s. per 
ill and short share paid in January last absorbed £125,000, 
vy 49,000,000, and and after appropriating 450,000 for bank 

100,000, this figure premises a balance of £573,003 remains 
Government stock It is recommended that 4150,000 be allocated 
to customers and to the officers’ pension fund, that a final 
ver / 3,000,000 dividend of 7s. per share be paid, together 
4 197,000,000 with a bonus of 2s. per share, making a total 
our institu of 14 per cent. for the year and that approxi- 

issist in mately 41908,004 be carried forward 
wiustry in South Africa has emerged from its fifth 
vear of war-time economy with its finances in 
1 healthy state, and it now enters a period of 
‘radual transition to new conditions 
rencies at The report and accounts were unanimously 
mained at adopted 
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